o 
Y 
= 
ix. 
Oo 
2 
Zz 
— 


PERMANENT CERTIFICATES FOR LOCAL 
SERVI 


HEARINGS 


COMMITTEE ON 
INTERSTATE AND FOREIGN COMMERCE 
HOUSE OF REPRESENTATIVES 

EIGHTY-THIRD CONGRESS 


ON 


> 
mA 
< 
eA 
- H. R. 8898 
4 


AUG 1 9 1954 


BILL TO AMEND SECTION 401 (e) (2) OF THE 
CIVIL AERONAUTICS ACT, AS AMENDED 


JUNE 23 AND 24, 1954 


Drinted for the use of the Committee on Interstate and Foreign Commerce 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1954 








COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE ‘ 
CHARLES A. WOLVERTON, New Jersey, Chairman 


CARL HINSHAW, California 
JOSEPH P. O’HARA, Minnesota 
ROBERT HALE, Maine 

JAMES I. DOLLIVER, Iowa 

JOHN W. HESELTON, Massachusetts 
JOHN B. BENNETT, Michigan 
RICHARD W. HOFFMAN, Illinois 
JOHN V. BEAMER, Indiana 
WILLIAM L. SPRINGER, Illinois 
ALVIN R. BUSH, Pennsylvania 
PAUL F. SCHENCK, Ohio 

JOSEPH L. CARRIGG, Pennsylvania 
HERBERT B. WARBURTON, Delaware 
STEVEN B. DEROUNIAN, New York 
THOMAS M. PELLY, Washington 

J. ARTHUR YOUNGER, California 


ELTON J. 


ROBERT CROSSER, Ohio 

J. PERCY PRIEST, Tennessee 

OREN HARRIS, Arkansas 

DWIGHT L. ROGERS, Florida 

ARTHUR G. KLEIN, New York 

WILLIAM T. GRANAHAN, Pennsylvania 

F. ERTEL CARLYLHE, North Carolina 

JOHN BELL WILLIAMS, Mississippi 

PETER F. MACK, Jr., Illinois 

HOMER THORNBERRY, Texas 
LOUIS B. HELLER, New York j 
KENNETH A, ROBERTS, Alabama 
MORGAN M. MOULDER, Missouri 
HARLEY O. STAGGERS, West Virginia 


LAYTON, Clerk 


Professional Staff 


KurRT BORCHARDT 
Sam G. SPAL 


II 


ANDREW STEVENSON 
A E. STOCKBERGER 








CONTE 


Page 
Text of H. R. 8898 os I 
Civil air policy, report of Air Coordinating Committee, May 1954____- 31 
| Report of— 
Air Force Department : ; : pc ipl 14 
Bureau of the Budget : ; nS: ‘ 
Commerce Department___-_--- rk bets bd ; ; 13 
‘ Statement of— 
Bentsen, Hon. Lloyd om # Jr., a Representative in Congress from the 
State of Texas 89 
Bush, Hon. Alvin R., a Representative in C ongress from the State of 
Pennsylvania 7 : ‘ 93 
f Connelly, John H., president, Southwest Airways Ce a 93 
Gavin, Hon. L. H., a Repre sentative in Congress from the State of 
Pennsylvania _ - - dia : ee qiantsbe wim ohee : 92 
Gurney, Chan, C hairman, Civil Aeronautics Board_ __- ick ... 57,65 
Hamilton, Laddie a president, Ozark Air Lines, Inc_-_ ks 101 
Hulse, rank W., president, Southern Airways, Inc ; 104 
Lawrence, Harding L., vice president, Pioneer Air Lines, Inc_ 114 
Myhre, C. A., president, Frontier Airlines__ __ ; 109 
Nyrop, Donald W., W ashington counsel, Conference of Local Airlines 2 
Peach, Robert E., president, Mohawk Airlines, Ine 123 


Additional information submitted for the record by 
Conference of Local Airlines: 
Cities served by local airlines oe 9 
Letter from Donald W. Nyrop trans smitting comments and recom- 
mendations regarding civil air policy, submitted to Air Coordi- 


nating Committee, April 19, 1954 24 
Local service airlines revenue growth, 1946—53, table__. 4 
Local service airlines traffic, 1945-53, table 4 5 
Local service certificate authorizations, table 12 
Number and type of aircraft owned and operated by the 14 local 

service airlines, table J 28 
Renewed certificates, table f . 13 


Separation of service mail pay and subsidy, local service airlines, 


fiscal year 1954, table ; ; 28 
Frontier Airlines: 
Cities receiving service — i 111 
Local-service airline traffic, 1945-53, table sali harass ie 110 
Local-service airlines revenue growth, 1946-53, table__ 110 
Local service and domestic trunk airlines growth comparisons, 
. table iii . ah 110 


Pioneer Air Lines: Selected statistics, showing growth and ‘progress 
for period 1945 through 1953, table : 118 



















PERMANENT CERTIFICATES FOR LOCAL SERVICE 
AIR CARRIERS 


WEDNESDAY, JUNE 23, 1954 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForeEIGN COMMERCE, 
Washington, D.C. 


The committee met at 10 a. m., Hon. Charles A. Wolverton (chair- 
man) presiding. 

The CuarrmMan. We have scheduled for hearing this morning H. R. 
8898, a bill designed to assist and stabilize the operation of local or 
feeder service airlines by the issuance of certificates of unlimited 
duration under the terms of this bill, rather than the temporary ones 
under which they are now operating. 


(The bill, H. R. 8898, follows :) 
{H. R. 8898, 83d Cong., 2d sess.] 
A BILL To amend section 401 (e) (2) of the Civil Aeronautics Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 401 (e) (2) of the Act of June 
23, 1938, as amended (49 U. S. C. 487 (e) (2); 52 Stat. 987), is amended by 
adding the following: 

“(3) If any applicant who makes application for a certificate within one 
hundred and twenty days after the enactment of this section shall show that, 
from the date of enactment of this section until the date of its application, it or 
its predecessor in interest, was an air carrier furnishing, withir the continental 
limits of the United States, local or feeder service consisting of the carriage 
of persons, property and mail, under a temporary certificate of public conven- 
ience and necessity issued by the Civil Aeronautics Board, continuously operat- 
ing as such (except as to interruptions of service over which the applicant 
or its predecessors in interest have no control) the Board, upon proof of such 
fact only, shall, unless the service rendered by such applicant for such period 
was inadequate and inefficient, issue a certificate or certificates of unlimited 
duration, authorizing such applicant to engage in air transportation between 
the terminal and intermediate points within the continental limits of the United 
States between which it, or its predecessor, so continuously operated between 
the date of enactment of this section and the date of its application.” 


The Cuatrman. I have asked Mr. Hinshaw to preside at the hear- 
ings. 

Mr. Hinsnaw (presiding). Thank you, Mr. Chairman. The first 
witness we will call is Mr. Donald W. Nyrop, Washington counsel of 
the Conference of Local Airlines. 

Mr. Nyrop was formerly Administrator of Civil Aeronautics and I 
believe Chairman of the Civil Aeronautics Board and is a very dis- 
tinguished gentleman in the field of aviation, and we are glad to 
hear him. 

Mr. Nyrop, the committee would like to know about how much time 
is expected to be taken by your group of witnesses and whether or not 
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the entire hearing can be concluded this morning, today, or what 
amount of time you will need for your presentation. 

Mr. Nyror. Congressmann Hinshaw, the statment that I will make 
first will be the longest and the statements thi at will be made by the 
presidents of the locs al carriers run from 5 to 7 pages only. I believe 
we can finish | our part of the presentation in approximately an hour 
and twenty or an hour and thirty minutes. 

Mr. atte Aw. Very good, if you will proceed, then. 


STATEMENT OF DONALD W. NYROP, WASHINGTON COUNSEL, 
CONFERENCE OF LOCAL AIRLINES 



































Mr. Nyror. Mr. Chairman and members of the committee, my name 
is Donald W. Nyrop. I am the Washington counsel for the Conference 
of Local Airlines, for whom I appear here today. The Conference of 
Local Airlines is an association made up of the 14 local service air- 
lines—Allegheny Airlines, Bonanza Air Lines, Central Airlines, Fron- 
tier Airlines, Lake oo al Airlines, Mohawk Airlines, North Central 
Airlines, Ozark Air Lines, Piedmont Airlines, Pioneer Air Lines, 
Southern Airways, Southwest Airways, Trans-Texas Airways and 
West Coast Airlines. 

I would like to express my appreciation and that of the 14 local air- 
lines for this opportunity to discuss H. R. 8898 with this committee of 
Congress and to present our views concerning the need for grandfather 
rights to the local airlines. 

The purpose of H. R. 8898 is to grant the local service airlines per- 
manent rights to continue providing air service to the small and inter- 
mediate communities in the country. In order to understand the im- 
portance of this legislation to the continuation and growth of local air 
service industry, I would like to discuss briefly the background and 
history of the local service airlines. 

The local service, or feeder, airlines have come into existence since 
the end of World War II. They are, in fact, the new and the small 
businesses that have been established in the scheduled air transport 
industry. The oldest of these air carriers has been operating less than 
9 years; while the youngest carrier has been operating only 314 years 
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HISTORY OF LOCAL AIRLINE CERTIFICATION BY CAB 


In August 1943, the Civil Aeronautics Board initiated a public in- 





vestigation to determine the feasibility of extending scheduled air : 
transportation to small and intermediate-size communities. By Janu- 
ary 1944 there were on file with the Board over 400 applications for 
new domestic air services. During extensive hearings before an ex- . 


aminer of the Civil Aeronautics Board, all segments of the air trans- 
port industry, as well as other transportation groups, presented evi- 
dence. After the issuance of the examiner’s report, and oral argu- 

ment by many of the parties, the Civil Aeronautics Board, in July 
1944, announced its opinion. 

In this opinion the Board recognized the many problems involved 
in certificating a new class of air carriers to serve the intermediate 
cities, but it also recognized its responsibility, imposed by the Civil 
Aeronautics Act of 1938 “to encourage the development of an air 
transportation system properly adapted to the present and future 
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needs of the commerce of the United States, the postal service, and the 
national defense, and to encourage the development of civil aeronautics 
generally,” The hearings had brought out that despite the tremendous 
advances of civil air transportation only those Americans residing in 
or near large cities enjoyed the benefits of aviation. This fact, in 
view of this congressional directive, decided the Board to authorize 
local or feeder service on an experimental basis. 

The Board’s action was greeted enthusiastically by hundreds of 
small aviation companies in the countr y and by scores of smaller cities 
that did not have scheduled air service. In one of the first proceedings 
for a certificate of public convenience and necessity decided by the 
Board —the service to the Rocky Mountain States area case—the 
Board selected and certificated 2 out of nearly 20 applicants. 

Over the following 4 years, the Board authorized 20 local service 
carriers to perform air services by granting certificates of public 
convenience and necessity. 

Each of these carriers went through the full procedure required by 
section 401 of the Civil Aeronautics Act of 1938. Each carrier filed an 
application, waited its turn on the Board’s docket, presented evidence 
in long and complex hearings, and argued its case to the Board. Each 
proved to the Board, as required by section 401 (d), that it was “fit, 
willing and able properly to per form such transportation and to con- 
form to the provision of this act and the rules, regulations and re- 
quirements * * *” of the Board. In each case in which certificates 
were awarded the Board determined that the public convenience and 
necessity required the additional service. I must emphasize that these 
were not mere procedural steps, but were long, hard and hotly con- 
tested Board proceedings. 

In authorizing this new local air service, the Board did more than 
extend air service for the first time to numerous small communities. 
In addition, it chose to open the scheduled air transport field to new, 
small, independent companies rather than utilize the existing trunk 
carriers. This was not merely through chance but was the result of 
careful study and analysis by the Board. As the Board said in one 
of the first cases—the Rocky Mountain case: 

“In view of the limited traffic potentialities of the points on the new 
system, an unusual effort will be required to develop the maximum 
traffic. Greater effort and the exercise of managerial ingenuity may 
be expected from an independent local operator whose continuation 
in the air transportation business will be dependent upon the suc- 
cessful development of traffic on the routes and the operation of the 
service on an adequate and economical basis” (6 C. A. B. 736-737). 

The result of certifying new local, independent airlines has proven 
the wisdom of the Board’s action. By bringing new small businesses 
into the industry, traffic has been gener: ated far in excess of that 
attracted by the trunks. 

Some examples will demonstrate this. Johnstown, Pa., was served 
in 1948 by one carrier—a trunk. In that year, approximately 3,300 
passengers were served. In 1949 Allegheny Airlines, one of the 14 
local airlines, was certificated and began serving Johnstown, and the 
trunk service was suspended. In 1949, 7,600 passengers used Alle- 
gheny’s air service from Johnstown. In 1953, Allegheny served more 





16C. A. B. 695, decided March 28, 1946 
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than 20,000 passengers at Johnstown and picked up and delivered 
53,000 pounds of express and 40,000 pounds of mail. 

Another example is Duluth, Minn., which generated 9,693 pas- 
sengers during the first year of local service by North Central Air- 
lines, compared with 4,552 passengers during the last year of trunk 
service. 

This type of growth was possible because the local airlines are 
devoted completely to the small and intermediate-sized communities 
and have geared their flight operations and sales solicitation programs 
to fit these communities’ requirements. 


GROWTH AND PROGRESS OF LOCAL AIRLINES 


Although the local airlines as an industry group have been in opera- 
tion less than 6 years, today they have a route structure of approxi- 
mately 30,000 miles serving 440 cities in 42 States. Over 43 million 
people reside in the areas served by the local airlines. Of the 440 
cities served,’ 260 cities are served exclusively, and most of them for 
the first time, by the local airlines. There is attached to my statement 
a list, by States, of the cities served. The cities with the asterisk are 
those served exclusively by the local airlines. 

The attached tabulation of cities served is significant; for example, 
the State of Colorado today received scheduled air service to 4 of its 
cities by the large trunk airlines; however, Frontier Airlines, a local 
airline, serves 9 cities in the State of Colorado, of which 6 cities are 
completely dependent on this local airline for such air service. In 
the State of Washington 21 cities have scheduled air services; the big 
trunk airlines serve 7 cities, while the local airline, West Coast, serves 
20 cities in the State of Washington, of which 15 cities are completely 
dependent on the local airline. Baltimore is the only city in Mary- 
land that has trunk airline service; the local service operator in that 
State, Allegheny, also serves Baltimore plus six other Maryland cities. 

The increasing acceptance of local air service by the public has 
proven that the Board’s action in certifying these small local service 
airlines was a wise step in fostering the growth of air transportation 
in the United States so that the smaller intermediate cities could have 
the benefit of air service. The charts below show details of the growth 
of traffic and revenues of the local service airlines. 


Local services airlines revenue growth, 1946-53 








freight and | Revenue, 
Year Passengers ee 6} 6@XClusive of Mail 

| other rev- | mail | 

| | enue | | 

| | 
sien aie ~— ~ —|—_______—__—_ 

| | | 
1946 | $314, 638 | $57, 805 | $372, 443 | $1, 558, 614 
1947 2, 280, 124 211,110 | 2, 491, 234 | 5, 057, 097 
1948 4, 666, 549 342,670 | 5,009,219 | 11, 282, 490 
1949 7, 362, 007 523, 625 7, 885, 632 | 14, 054, 998 
1950 10, 302, 859 1, 205, 764 11, 508, 623 | 16, 384, 321 
1951 i 15, 757, 569 1, 592, 687 17, 350, 256 18, 575, 430 
1952 . 19, 17 c 798 1, 399, 539 20, 571, 337 21, 151, 074 
1953___. 22 651, 768 1, 666, 763 24, 318, 531 24, 182, 057 





* Cities which are certificated for service through a common airport, such as Parkersburg, 
W. Va., and Marietta, Ohio, are listed separately. 
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Local service airlines traffic, 1945-53 
4 


1 

Taos Revenue Airmail Express Freight ae 

; passengers | ton-miles ton-miles ton-miles miles 

1945 4,452 74, 510 11, 482 202, 000 
1946. . ‘ 25, 118 60, OSS 24, 354 25 688, 000 
1947 1 235, 585 167, 564 117, 523 62, 039 4, 682, 000 
1948... 425, 695 361, 984 189, 550 264, 704 9, 040, 000 
a i 683, 811 432, 628 320, 143 435, 993 14, 328, 000 
1050. .... ‘ 987, 931 559, ORS 614, 139 714, 346 21, 480, 000 
Wd theo ass se 1, 462, 083 765, 456 864, 946 884, 417 30, 709, 000 
1952 1, 703, 730 893, 057 866, 526 1, 081, 319 35, 130, 000 
1953 1, 998, 128 976, 003 927, 571 1, 149, 905 39, 625, 000 


In 1953 the local airlines carried 1,998,000 revenue passengers as 
compared with 425,000 revenue passengers carried in 1948. The total 
commercial revenues in 1953, exclusive of mail pay, were approxi- 
mately $24,300,000, while in 1948 commercial revenues were only 
$5 million. Thus, in 6 years, the commercial revenues and the num- 
ber of revenue passengers have increased roughly five times. The 
growth in the volume of airmail handled by the local carriers has 
increased from 361,000 mail ton-miles in 1948 to 976,000 mail ton- 
miles in 1953, representing a 160 percent increase in the airmail ton- 
miles for the 6-year period. During this 6-year period, air express 
and air freight revenues have increased approximately five times. 
The reports for the first 5 months of this year show that additional 
growth is being attained. While we cannot reasonably expect this 

rapid rate of increase to continue indefinitely, there are as yet no 
indications that the peak has been reached. 


LOCAL AIRLINES NEED PERMANENT CERTIFICATE 


Thus far I have spoken only of the substantial growth of the local 
airlines.® The local service airlines have many “problems, and we 
feel that favorable action on H. R. 8898 by this Congress will help us 
tremendously in solving certain of our problems. 

Our major problem is the lack of permanency of the local service 
airlines. I don’t believe there is any question that the local air serv- 
ice “experiment” has succeeded far beyond the expectations of 1944 
and 1945. The entire aviation industry knows this. The 43 million 
people and the 440 cities served by the local service airlines know 
this. But unfortunately there are some who would like to change 
the local service experiment. With the excuse of economy—and it is 
a very false and shortsighted economy they preach—they would like 
to take away the certificates of the local service airlines and give them 
to the trunklines. This is not an imaginary danger, it is a real one. 
For example, recently the Civil Aeronautics Board reopened the hear- 
ing on the application of Southwest Airways for a renewal of its 
certificate in order to consider the adv isability of transferring South- 
west’s routes to a trunk airline. The Air Coordinating C ommittee 
report is accepted as the guide in advocating this transfer of local 
service routes, 

There are several important reasons why this policy, if carried 
out, will not work. The first is that only the local service airlines can 





8 See attachment B for status of present temporary certificates. 





CERTIFICATES FOR LOCAL SERVICE AIR CARRIERS 


provide local air service. Only local companies with their roots in a 
particular region can satisfy the air transportation needs of a region. 
The trunk airlines just can’t do it. If given the routes, the trunks 
will provide the minimum service possible : and after a period of time, 
when the traffic has dropped because the service has dropped, will be 
petitioning the Board to suspend service. The experience at com- 
munities previously served by the trunks which are now served by 
the local airlines bears this out. I have previously mentioned a few, 
but there are many more cases where the local service airline doubled 
and tripled the traffic in a very short period of time. 

Now the justification for transferring local air service to the trunks 
is that it will save the taxpayers money. We agree completely with that 
objective, but that will not be the area If the trunk airlines took over 
the local airlines’ routes, they would undoubtedly generate less traffic 
than we do, and therefore there would be a reduction in the commercial 
revenue at each such station. Even if they had sufficient other earn- 
ings to meet this deficit, and only a few carriers do, the chances are 
that the subsidy would still be paid by the Government. In a recent 
mail rate case the Civil Aeronautics Board did exactly that. One of 
the nonsubsidy trunk carriers is back on a mail subsidy when it was 
given a subsidy for its local service route. 

The result of this policy, then, would mean less service and probably 
result in just as much subsidy being paid by the Government. 

Instead of this shortsighted approach to the problem, we recommend 
favorable action on H. R. 8898 as the first step in providing first-class 
local air service to the country and advancing the local airlines to 
financial independence. It will enable the 14 local service airlines to 
devote their full time and energy toward building their airlines in- 
stead of fighting a rear guard action in protecting the routes they have 
developed. It will enable them to attract financ ing for the equipment 
needed to make their operations more efficient and more ecenomical. 

I want to emphasize that the remedy of H. R. 8898, which we are 
advocating, has been tried and proven successful. What we are seek- 
ing are the same rights which were granted the trunk airlines in 193 
and which started them on the road to financial independence and 
which gave this country the best trunk airline service in the world. 

Congress provided grandfather rights to the trunk carriers in 1938 
because they had pioneered the trunk routes. Likewise, the local 
airlines have pioneered the local service routes and fairness and equity 
dictate that they receive the same treatment received by the big trunk 
carriers. 

The effect grandfather rights had on the trunks was tremendous. 
Within the following 2 — the total assets of the domestic carriers 
dowbled. On December 31, 1938, their total assets were $36,570,308. 
Two years later they totaled $72,559,460. A similar growth was ex- 
perienced in equipment. Aircraft increased from 2 236 to 351 and, re- 
flecting the improved equipment, seats increased from 3,605 to 6, 303. 

It is difficult to visualize the condition of the trunk airlines back in 
1938, but it was remarkably similar to the condition of the local service 
airlines today. In order to compare the two I have prepared the fol- 
lowing chart from official Civil Aeronautics Board statistics. In it are 
listed the important traffic and revenue figures of the domestic trunk 
air carriers for the year 1938. The second column shows the same fig- 
ures for the Big Four (American, Eastern, TWA, and United). The 
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third column shows the same figures for the domestic trunk carriers, 
excluding the Big Four. 


Domestic 








All domest ic Big Four carriers other Local 
carriers,! carriers, airlines, 
1938 1938 than Big 1953 
_ . Four, 1938 
Mail revenue $15, 751, 408 $10, 630, 640 $5, 120, 768 $24, 182, 057 
Nonmail revenue 26, 499, 32: 22, 218, 086 4, 281, 236 24, 182, 057 
Total revenue 41, 250, 7: 32, 848, 726 9, 412, 004 48, 500, 588 
Profit...... js (967, (802, 958) (164, 219) (1, 149, 118) 
Revenue miles flown 68, 543, 355 48, 975, 368 19, 567, 987 44, 841, 634 
Revenue passengers 1, 168, 489 884, 917 283, 592 1, 998, 128 
Revenue passenger-miles 475, 599, 717 393, 180, 611 82, 419, 106 386, 881, 000 
Pounds airmail : 22, 890, 968 16, 623, 333 6, 267,635 | 3 10, 596, 400 
Mail ton-miles - - 7, 446, 5f 6, 145, 475 301, 1 976, 003 
Route miles 34, 517 21, 285 13, 232 22, 205 
Mail revenue per revenue passenger $13. 50 $10. 20 $18. 10 $12. 00 


1 American Airlines, Inc., Braniff Airways, Chicago and Southern Air Lines, Colonial Airlines, Con- 
tinental Air Lines, Delta Air Corp., Eastern Air Lines, Inland Air Lines, Mid-Continent Airlines, National 
Airlines, Northeast Airlines, Northwest Airlines, Pennsylvania-Central Airlines Corp., Transcontinental 
& Western Air, United Air Lines Transport Corp., and Western Air Lines, Inc. 

2 American Airlines, Inc., Eastern Air Lines, Transcontinental & Western Air, United Air Lines Trans 
port Corp. 

212 months ending 3d quarter 1953. 


The most amazing figure in the chart is that of revenue passengers. 
The local airlines in 1953 carried 60 percent more passengers than all 
of the trunk airlines in the United States in 1938. 

Mr. Dotuiver. That is the number of passengers; not the passenger- 
miles. 

Mr. Nyror. That is right; yes, sir. 

The local airlines in 1953 carried seven times as many passengers 
as the domestic trunk carriers in 1938 after the Big Four passengers 
are excluded. 

The local airlines in 1953 flew almost as many revenue miles as the 

sig Four in 1938 and more than double the revenue miles of the rest 
of the domestic trunk carriers. 

Now look at the first line which is mail revenue. For simplicity, as- 
sume that it is all subsidy, which, of course, it is not. You will note 
that nearly 39 percent of the total revenue of all domestic carriers in 
1938 was mail revenue. The Big Four operating the long, the heavily 
traveled, and most profitable routes received 32.4 percentof their rev- 
enue from subsidy. And, if you exclude the Big Four, the rest of the 
trunk airline industry was dependent on the U nited States for almost 
50 percent of its revenue. 

Mr. Hinsnaw. I think you have made an error in your statement 
when you say: 

Big Four operating the long, the heavily traveled, and most profitable routes 
received 32.4 percent of their revenue from subsidy. 


I think you mean their revenue from mail pay. 

Mr. Nyror. That is right. 

Mr. Htnsuaw. Because they are declared by the Board to be non- 
subsidized. 

Mr. Nrror. No; this was in 1938. 

Mr. Hinsnaw. I think it should be made clear what date you are 
speaking about. 

Mr. Nyror. I am speaking about 1938. The percentage is almost 
exactly the same as for the local airlines in 1953. 
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The purpose of this chart is to show the conditions of the truck car- 
riers when they were in a state of development comparable to the local 
airlines of today. That Congress enacted a wise policy in —- 
them grandfather rights is evident in the fact that domestic trun 
carriers, with but three exceptions, are today financially independent 
and are repaying the United States handsomely in safe and frequent, 
inexpensive air travel and in many other ways. I am confident that 
passage of H. R. 8898 granting permanent rights to the local service 
airlines will pay equally handsome dividends in the future. 

The only criticism which is leveled at the local service airlines is that 
today, after approximately 5 years of operation, we are still receiving 
a substantial subsidy from the Federal Government. Our critics don't 
point out that our dependence on subsidy has decreased from 80 per- 
cent of total revenue to approximately 50 percent, while at the same 
time service has been continually improved and traffic has increased 
tremendouly. And remember in this connection that only in the past 
3 years have most of the trunk carriers been self-supporting. 

‘Let us consider the subsidy received by the local airlines and deter- 
mine where it goes and what the United States gets in return. First, 
let me say that the subsidy has not gone to the stockholders of the 
local airlines. 

The subsidies paid to the local airlines represent a subsidy to fur- 
nish air service to those smaller cities which could not generate enough 
commercial revenues to pay for the total cost of airline operations. 
Although paid to the airlines, it was the small communities which 
received the subsidy in the form of air service. The Federal sub- 
sidy provides air transportation for passengers, United States mail 
and freight at 440 communities. More particularly, it makes pos- 
sible air service for the 260 communities which are served exclusively 
by the local airlines. 

The value of this transportation network is not as easy to deter- 
mine, but the important point is that these local airlines carried 
nearly 2 million passengers in 1953. Scores of small isolated com- 
munities are now linked with neighboring cities by air, with a con- 
sequent increase in the flow of commerce and trade. The basic 
idea in Government help to transportation—starting back with the 
toll roads—was to bind the whole Nation together. Until 1946 this 
was not being accomplished in the field of civil aviation. We had 
only one-half of a civil air transportation system—only the large 
cities were served. Today we have a complete air transportation sys- 
tem and all the Nation is receiving air service. 

I don’t know how a value can be assigned to such an air transport 
system in terms of fostering interstate commerce, national defense, 
civil defense or national unit. I do know, however, that the value 
is very high. 

The value of the local airlines to the national defense is, in terms 
of a standby airlift capacity alone, greater than the total cost of the 
Federal subsidy. The local service airlines operate 150 twin-engined 
aircraft. They employ 6,000 persons of whom 1,000 are pilots, 1,000 
are aviation mechanics, and 1,000 are other skilled technical person- 
nel. This substantial force is available immediately in the event of 
a national emergency. For the Air Force to maintain a comparable 
group would entail an expense far in excess of the $24 million Fed- 
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eral subsidy paid the local airlines in 1953. The expense of personnel 
alone would exceed this cost. 

The events of the past few years have demonstrated how valuable 
airlift capability is to our national defense. The Government has 
stated recently that we have an unlimited requirement for standby 
air transportation. 

Nor should it be considered that the Federal subsidy is all outgo 
with no direct monetary return to the United States Government. 
The 14 local airlines are productive sources for tax revenue for the 
United States. They collect excise taxes on reper pay oil 
and gas taxes, and provide a sizable payroll which is subject to in- 
come tax. In fact, in 1953 the local airlines collected nearly $314 
million in excise taxes. In addition, the local airlines paid $1,429,755 
in various taxes such as property, franchise, fuel, oil, income, and 
payroll taxes. The local airlines payroll subject to the Federal in- 
come tax amounted to almost $24,500,000 in 1953. 

Six local airline presidents are here today to explain in detail the 
benefits that will accrue from favorable action on H. R. 8899, and 
at this time I would like to point out to the committee, so that there 
will be no misunderstanding, that there are differences in the com- 
yarative strengths of the local airlines. Some of the local airlines, 
leauans they have had more favorable route structures, more favor- 
able authorization, and because they had higher traffic density, have 
made greater progress toward the elimination of the subsidy require- 
ments than otha. However, the service that is provided by all of 
local airlines is shown on this chart which I would like to explain to 
the committee. 

This chart shows the 440 cities served by local airlines. The cities 
are shown in two colors—black and red. The red cities shown here are 
the cities served exclusively by local airlines; the black cities are also 
served by local airlines, but also receive trunk airline service. 

For example, let us take the State of Wyoming. In the State of 
Wyoming today we have two cities in black, Casper and Cheyenne. 
These two cities are served by a local carrier and also served by a 
trunk carrier. In addition to that, we have a total of 9 cities that are 
in red; so there are 9 cities out of 11 in the State of Wyoming that 
are entirely dependent upon the local carrier for air transportation. 

You can see the same thing, generally speaking, exists with regard 
to the State of Wisconsin. Madison and Milwaukee are the only two 
cities that receive trunk service, while there are 15 cities that have 
service from local carriers. 

In closing, I want to thank the committee for your consideration in 
setting this bill down for hearing, and I will be followed by six local 
airline presidents who are a representative group of our presidents. 
I thank you. 

(The following data was submitted for the record by Mr. Nyrop:) 


APPENDIX A. CITIES SERVED BY LOCAL AIRLINES ” 


Alabama: Arizona: Arizona—Continued 
Birmingham *Ajo Phoenix 
*Gadsden *Clifton *Prescott 
Mobile *Flagstaff *Safford 
*Tuscalocsa *Kingman Tucson 


*Cities served by local airlines only. 


1 Cities which are certificated for service through a common airport, such as Parkersburg, 
W. Va., and Marietta, Ohio, served by Allegheny Airlines, are listed separately. ” 
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AppENDIx A. CITIES SERVED By LocaL AIRLINES —Continued 


Arizona—Continued 
*Winslow 
*Yuma 

Arkansas : 
*Camden 
*E| Dorado 

Fort Smith 
*Helena 

Hot Springs 
* Jonesboro 

Little Rock 
*Magnolia 
*Pine Bluff 
*Stuttgart 

Texarkana 
*West Helena 

California : 
*Arcata 
*Blythe 

Burbank 
*Carmel 
*Chico 
*Crescent City 
*Death Valley 
*E| Centro 
*Eureka 
*Fort Bragg 
*Imperial 
*Inyokern 
*Laguna Beach 

Los Angeles 
*Marysville 
*Monterey 

Oakland 
*Oceanside 
*Oxnard 
*Red Bluff 
*Redding 

Sacramento 

San Diego 

San Francisco 
*San Jose 
*San Luis Obispo 
*Santa Ana 
*Santa Barbara 
*Santa Clara 
*Santa Cruz 
*Santa Maria 
*Santa Rosa 
*Ukiah 
*Ventura 
*Watsonville 
*Yreka 
*Yuba City 

Colorado: 
*Alamosa 
*Cortez 

Denver 
*Durango 

Grand Junction 
*Gunnison 
*Monte Vista 
*Montrose 

Pueblo 

Connecticut : None 





Delaware : *Dover 
*Georgetown 
*Rehoboth Beach 

Wilmington 

District of Columbia : 

Washington 

Florida : Jacksonville 

Georgi: 

Albany 
*Athens 

Atlanta 
*Columbus 
*La Grange 
*Moultrie 

Valdosta 

Idaho: 

Boise 
*Burley 
*Coeur d'Alene 

idaho Falls 
*Lewiston 
*Moscow 
*Payette 

Pocatello 
*Rupert 

Twin Falls 

Illinois: 

*Alton 
*Cairo 
*Champaign 

Chicago 
*Danville 
*Decatur 

Moline 

Peoria 

Quincy 

Rockford 

Springfield 
*Urbana 
*Wood River 

Indiana: 
*Bloomington 
*Gary 

Indianapolis 
*Kokomo 
*Lafayette 
*Logansport 
*Marion 
*Peru 
*Richmond 

South Bend 
*West Lafayette 

Iowa: 

Burlington 

Davenport 
*Fort Madison 
*Keokuk 

Kansas: 
*Chanute 
*Coffeyville 
*Pittsburg 

Topeka 

Wichita 

Kentucky : 

Ashland 


*Cities served by local airlines only. 


1 Cities which are certificated for service through a common airport, such as Parkersburg, 
W. Va., and Marietta, Ohio, served by Allegheny Airlines, are listed separately. 


Kentucky—Continued 
*Corbin 
Lexington 
*London 
Louisville 
Paducah 
Louisiana: 
Baton Rouge 
Monroe 
New Orleans 
Shreveport 
Maine: None 
Maryland: 
Baltimore 
*Cambridge 
*Cumberland 
*Easton 
*Hagerstown 
*Ocean City 
*Salisbury 
Massachusetts: 
Boston 
Holyoke 
Pittsfield 
Springfield 
*Westfield 
Worcester 
Michigan: 
Detroit 
*Escanaba 
Grand Rapids 
*Hancock 
*Houghton 
*Tron Mountain 
*Tronwood 
Kalamazoo 
Lansing 
*Marquette 
*Menominee 
Minnesota: 
*Alexandria 
*Bemidji 
*Brainerd 
*Chisholm 
*Duluth 
*Fergus Falls 
*Hibbing 


*International Falls 


Minneapolis 
*St. Cloud 
St. Paul 
*Thief River Falls 
*Winona 
*Moorhead 
Mississippi : 
*Biloxi 
*Columbus 
*Greenville 
Gulfport 
Jackson 
*Laurel 
*Natchez 
*Tupelo 
*Vicksburg 
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APPENDIx A. CITIES SERVED BY LOCAL AIRLINES ‘—Continued 


Missouri : 
*Cape Girardeau 
*Columbia 

Hannibal 

Joplin 

Kansas City 

St. Louis 

Springfieid 

Montana: Biilings 
Nebraska : None 
Nevada: 

Boulder City 
*Carson City 
*Hawthorne 

Las Vegas 
*Minden 

Reno 
*Tonopah 

New Hampshire: Keene 
New Jersey : 
*Asbury Park 

Atlantic City 
*Cape May 
*Long Branch 

Newark 
*Red Bank 
*Wildwood 

New Mexico: 

Albuquerque 
*Clovis 
*Farmington 
*Gallup 

Las Vegas 

Santa Fe 
*Silver City 

New York: 

Albany 
*Auburn 

Binghamton 

Buffalo 

Corning 

Elmira 

Endicott 
*Geneva 
*Ithaca 
*Jamestown 

Johnson City 

Niagara Falls 

New York 

Rochester 
*Rome 

Schenectady 

Syracuse 
*Utica 

Watertown 

North Carolina: 
*Aberdeen 

Asheville 
*Beaufort 

Charlotte 

Durham 
*Fayetteville 

Greensboro 

Hendersonville 
*Hickory 





North Carolina—Con. 
High Point 
*Kinston 
*Morehead City 
New Bern 
*Pinehurst 
Raleigh 
*Southern Pines 
Wilmington 
Winston-Salem 
North Dakota: 
Fargo 
Grand Forks 
Ohio: 
Cincinnati 
Cleveland 
Columbus 
Dayton 
*Lima 
*Mansfield 
Marietta 
*Marion 
*New Philadelphia 
*Springfield 
Youngstown 
*Zanesville 
Oklahoma: 
*Ada 
*Ardmore 
Bartlesville 
*Chickasha 
*Duncan 
*Enid 
Fort Sill 
Lawton 
*Miami 
*McAlester 
Muskogee 
Oklahoma City 
Ponca City 
*Shawnee 
*Stillwater 
Tulsa 
*Woodward 
Oregon : 
*Astoria 
*Albany 
*Baker 
*Coos Bay 
*Corvallis 
Eugene 
Klamath Falls 
*La Grande 
Medford 
*North Bend 
*Ontario 
Pendleton 
Portland 
*Roseburg 
Pennsylvania : 
*Altoona 
*Bellefonte 
Bradford 
*Butler 
*Clearfield 


*Cities served by local airlines only. 


1 Cities which are certificated for serv 


Pennsylvania—Continued 
Erie 
*Franklin 
Harrisburg 
*Johnstown 
Lancaster 
*Lock Haven 
*Oil City 
Philadelphia 
*Philipsburg 
Pittsburgh 
Scranton 
*State College 
Waynesboro 
Wilkes-Barre 
Williamsport 
Rhode Island : None 
South Carolina: 
Greenville 
*Greenwood 
*Myrtle Beach 
Spartanburg 
South Dakota: None 
Tennessee: 
Johnson City 
Kingsport 
Knoxville 
Memphis 
Texas: 
*Abilene 
*Alpine 
Amarillo 
Austin 
Beaumont 
*Beeville 
*Big Spring 
*Borger 
*Brady 
*Breckenridge 
*Brownwood 
*Bryan 
*Coleman 
*College Station 
Corpus Christi 
Dallas 
*Edinburg 
El Paso 
*Fort Stockton 
Fort Worth 
Galveston 
Gladewater 
*Harlingen 
Houston 
*Kerrville 
Kilgore 
Longview 
Lubbock 
*Lufkin 
*Marfa 
*Marshall 
*MecAllen 
Midland 
*Mineral Wells 
*Mission 


ice through a common airport, such as Parkersburg, 


W. Va., and Marietta, Ohio, served by Allegheny Airlines, are listed separately. 















































Texas—Continued 
Odessa 
*Paris 
*Pecos 
*Plainview 
Port Arthur 
San Angelo 
San Antonio 
*San Benito 
*Snyder 
*Sweetwater 
*Temple 
Texarkana 
Tyler 
*Victoria 
Waco 
Utah: 
Salt Lake City 
*Vernal 
Vermont: None 
Virginia: 
Bristol 
Danville 
Hampton 
*Lynchburg 
Newport News 
Norfolk 
Richmond 
Roanoke 
Warwick 





W. Va., 


Carrier 


Allegheny 
Bonanza 
Central 
Frontier 

Lake Central 
Mohawk 
North Central 
Ozark 
Piedmont 
Pioneer 
Southern 
Southwest 
Trans-Texas. . 
West Coast 


and Marietta, Ohio, served by 


APPENDIx B. LOCAL 
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APPENDIx A. CITIES SERVED By LOCAL AIRLINES —Continued 


Washington : Wisconsin—Continued 
*Aberdeen *Clintonville 
*Centralia *Bau Claire 
*Chehalis *Green Bay 
*Clarkston * Janesville 
*Ellensburg *LaCrosse 

Ephrata *Land O’ Lakes 
*Hoquiam Madison 
*Kenewick *Manitowoc 
*Moses Lake *Marinette 
*Olympia Milwaukee 
*Pasco *Oshkosh 
*Port Angeles *Rhinelander 
*Pullman *Stevens Point 
*Richland *Superior 

Seattle *Wausau 

Spokane *Wisconsin Rapids 

Vancouver Wyoming: 

Walla Walla Casper 
*Wenatchee Cheyenne 

Yakima *Cody 

West Virginia: *Greybull 
*Beckley *Laramie 
*Bluefield *Lander 

Charleston *Powell 

Huntington *Rawlins 

*arkersburg *Riverton 

Wheeling *Rock Springs 

Wisconsin : *Worland ’ 
*Beloit 


*Cities served by local airlines only. , 
1 Cities which are certificated for service through a common airport, such as Parkersburg, 
Allegheny Airlines, are listed separately. 


SERVICE CERTIFICATE 


Original certificate 


effective date : 
Effective dat inauguration 


March 1949 
December 1949 
September 1949 
November 1946 
November 1949 
September 1948 
February 1948_. 
September 1950 
September 1948 
August 1945 
June 1949 
December 1946 
October 1947 
September 1946 


January 1949 
November 1949 
November 1946 
March 1946 
February 1948... 
June 1948 

October 1947 
September 1950 
December 1947... 
November 1943 
February 1949. 
May 1946 a: 
November 1946_-_. 
May 1946 ia 


Date of service 


AUTHORIZATIONS 


Term 


(years Expiration date 


3 | January 1952. 

3 | December 1952. 

3 | May 1950. 

3 | March 1949. 

3 | February 1951. 

3 | June 1951. 

3 | October 1950. 

3 | September 1953. 

3 | December 1950. 

3 | December 1946. . 
3 | February 1952. 

3 | November 1949. 

3 | May 1950. 

3 | September 1949. 

| 
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Renewed certificates 


First renewal Second renewal 


aa Expiration date aon Expiration date 
Allegheny “i 5 | December 1956 
Bonanza ( 
Central. . 4 | February 1956 
Frontier 6 | March 1955 
Lake Central 4 | December 1954 
Mohawk .-. 7 | June 1958 
North Central ai 5 | September 1955 
Ozark i = 
Piedmont 7 | December 1957 
Pioneer oe 3 | November 1949 5 | September 1954 
Southern 5 | December 1956 | 
Southwest 5 | September 1954 
Trans-Texas 4 March 1954 
West Coast 5 | September 1954 : 


1 In process. 


Mr. Hinsuaw. I think in order to have it before us for discussion 
I should insert in the record at this time the comment of the Secre- 
tary of Commerce on the proposed legislation addressed to the chair 
man, Mr. Wolverton. 

(The matter referred to follows:) 


THE SECRETARY OF COMMERCE, 
Washington, June 21, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


DreaR Mr. CHAIRMAN: This letter is in reply to your request dated April 30, 
1954, for the views of this Department with respect to H. R. S898, a bill to amend 
section 401 (e) (2) of the Civil Aeronautics Act, as amended. 

H. R. 8898 proposes to amend the Civil Aeronautics Act of 1988 by adding to 
section 401 (e) a provision authorizing carriers holding temporary local-service 
certificates for the air transportation of persons, property, and mail to apply 
for certificates of unlimited duration, and requiring the Civil Aeronautics Board 
to issue such certificates unless the service provided had been inadequate or in- 
efficient. In effect, this bill would convert the temporary certificates of the local 
service carriers to permanent certificates. 

We recommend against enactment of this legislation. 

In our opinion, provision by statute of a general change in the duration of 
route certificates granted by CAB would be an unsound policy. The Board 
expressly limited the duration of present local-service certificates because of the 
experimental nature of the services authorized. In its original decisions au- 
thorizing such services, and repeatedly since then, CAB has emphasized that it 
would refuse to renew the certificate of any carrier which fails to demonstrate 
adequate progress toward self-sufficiency. The recently completed aviation 
policy survey of the Air Coordinating Committee reaffirms this general principle. 

The Department recognizes the desirability of giving all carriers the degree 
of stability provided by permanent certificates wherever justified, and at the 
earliest date possible. It believes, however, that this should be accomplished 
within the Board’s existing authority to determine the appropriate duration 
of any given certificate on the basis of evidence specifically relating to that par- 
ticular service. 

We have been advised by the Bureau of the Budget that they would inter- 
pose no objection to the submission of this letter to your committee. 

If we can be of further assistance in this matter, please call on us. 

Sincerely yours, 
SrncLtarm WEEKS, Secretary of Commerce. 


Mr. Hrnsuaw. We will also insert the report of the Bureau of the 
Budget. 


50104—54—_2 
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(The report referred to follows :) 
EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., July 6, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 

My Dear Mr. CuHairRMAN: This is in reply to your letter of April 30, 1954, 
inviting the Budget Bureau to comment on H. R. 8898, “To amend section 401 
(e) (2) of the Civil Aeronautics Act, as amended.” 

This bill would require the Civil Aeronautics Board to grant, with certain 
ilmitations, permanent certificates to air carriers now furnishing local or feeder 
service under a temporary certificate. 

In his report to your committee on this bill the Secretary of Commerce has 
recommended against its enactment. The Bureau of the Budget concurs with 
the views expressed by the Secretary and does not favor enactment of the bill. 

Sincerely yours, 
DonaLp R. Betcuer, Assistant Director. 


Mr. Hinsnaw (continuing). Of course the Civil Aeronautics Board 
is an agency, as I understand it, of the Congress and not of the De- 
partment of Commerce; consequently it will carry out the wishes of 
the Congress, whatever may be the views of the administration. 

There is another letter which I will enter into the record, from 
the Department of the Air Force. It declines to comment one way 
or the other on the effect of the enactment of H. R. 8898 and says it 
has coordinated the report with the Department of Defense, conse- 
quently it would be the views of the Department of Defense. 

(The matter referred to follows :) 

DEPARTMENT OF THE AIR FORCE, 
Washington, June 21, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

DeaR Mr. CHAIRMAN: Reference is made to your request for the comments of 
the Department of Defense on H. R. 8898, a bill “To amend section 401 (e) (2) 
of the Civil Aeronautics Act, as amended.” The Secretary of Defense has dele- 
gated to this Department the responsibility for expressing the views of the De- 
partment of Defense on this matter. 

The purpose of the bill is to add a new subsection to section 401 (e) of the 
act of June 23, 1938, as amended (52 Stat. 987), which would, in general, re- 
quire the Civil Aeronautics Board to issue certificates of public convenience 
and necessity, of unlimited duration, to air carriers who at the time of the 
passage of the bill were providing feeder service under temporary certificates 
issued by the Board. Proof of the fact that such service had been performed 
continuously between the date of the passage of the bill and the date of appli- 
eation by the carrier would, by itself, entitle the applicant to issuance of such 
an unlimited duration certificate, unless the service rendered by the carrier for 
such period was inadequate and inefficient. 

In view of the fact that H. R. 8898 is a matter of primary concern to the 
Civil Aeronautics Board, affecting its relations with civil air carriers, and 
would not substantially affect national defense interests, the Department of 
Defense refrains from comment on the bill. 

The Department of Defense is unable to estimate the fiscal affects of the 
enactment of H. R. 8898. 

This report has been coordinated within the Department of Defense in ac- 
cordance with directives established by the Secretary of Defense. 

The Bureau of the Budget has advised that it has no objection to the sub- 
mission of this report. 


Sincerely yours, 
Rocer LEwIs, 


Assistant Secretary of the Air Force. 





- 
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Mr. Htnsnaw (continuing). I think it is advisable for the purposes 
of this hearing that this report of the Secretary of Commerce be dis- 
cussed in full and any arguments made which may offset the views of 
the Secretary of Commerce. 

Mr. Priest. May I ask if anyone from the Department of Com- 
merce is scheduled to appear before the committee as a witness ? 

Mr. Hinsnaw. The only person scheduled to appear is the Honor- 
able Chan Gurney, Chairman of the Civil Aeronatics Board, I under 
stand, although we may call any members of the Commerce Depart- 
ment or the Secretary, and so forth, before the committee for the pur- 
pose of questioning. 

Mr. Do.tiiver. Mr. Nyrop, this may occur to you to be a collateral 
issue and perhaps it is, but it has come to my attention that at present 
there is no adequate type of plane which is specifically adapted to use 
by the local service airlines. Is that lack attributable to the fact there 
is no certainty of the continuance of the certificates for these local serv- 
ice airlines ? 

Mr. Nyrop. Yes, sir, that is correct. 

Mr. Doxtiver. I wish you would develop your thought on that, as 
[ am extremely interested in that. 

Mr. Nyrop. Congressman Dolliver, this committee of Congress has 
been the one committee that has been sympathetic and has had an 
understanding and appreciation of our problems in regard to equip- 
ment. Last year, I believe it was in July, this committee held a special 
session to allow us to present testimony concerning the need for the 
replacement of our DC-3 airplanes, and we greatly appreciated that 
opportunity to appear before you. 

Our problem today in regard to getting replacements for the DC-3 
can be summarized about as follows. We have temporary certificates 
that run from 3 to 5 and the longest certificate ever secured by any 
local carrier is 7 years. Remember that the market for this type of 
airplane is extremely limited, and with the temporary certificates we 
have today and with the airplane market being limited, it is almost 
impossible to secure the interest of any of the leading aircraft manu- 
facturers in the United States to get them to go forward with draw- 
ings and build us the type of airplane we need and until we get per- 
manent certificates, so that they will know we are going to be operating 
long enough to buy the equipment and pay for the equipment and pur- 
chase additional planes of that model, I do not believe we are going to 
get that type of fixed airplane. There is a possibility, which will be 
discussed later by one of the airline presidents, that a helicopter will 
be in operation for one of the local service routes. Mr. Peach will 
discuss that. 

Mr. Dotuiver. What is the general type of plane now used by most 
of the local service lines? 

Mr. Nyrrop. Today we are using approximately 150 DC-3’s. We 
have 1 helicopter in operation, and 5 Martin 202’s. 

Mr. Hesevron. I am interested in your statement that Mr. Peach 
will testify on the helicopter, but is it not a fact that in Florida and 
possibly some other parts of the country, helicopter service is either 
already in use or is contemplated for fairly early use on the local 
feeder lines? 

Mr. Nyrop. I want to say that Mr. Peach already has his helicopter 
in passenger operation, and it is also true that the National Airlines, 
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which is one of the largest trunk airlines, purchased a helicopter and 
is using it in the Florida area. 

Mr. O'Hara. However, it is true, of course, that the helicopter is not 
the answer to the need for a transport vehicle—the overall te et need 
of the local airline operations; it is not the complete answer in many 
instances? Is not that true? 

Mr. Nrror. In certain instances that may be right, Congressman 
O’Hara. For example, if we take the Frontier Airlines which oper- 
ates all the way from Billings, Mont., down to Tucson, Ariz., through 
a mountainous area, it may be that what they really need, rather than 
the helicopter, is a new fixed-wing airplane. 

Mr. O’Hara. I was thinking, for example, of the operation of the 
North Central. Certainly the helicopter would not be the answer to 
their operation, in my opinion. Is that correct ! 

Mr. Nyror. I think that is probably right. They start at Interna- 
tional Falls, come down to the Twin Cities, and fly all the way into 
Chicago. It has a route from Detroit, across the lake into upper Michi- 
gan, and the distances are considerable. 

Mr. O’Hara. Would you feel qualified to state why the helicopter 
is not the answer? It is a question of distance, is it not? 

Mr. Nyropr. It is largely a question of the distance to be traveled. 

Mr. Dotuiver. Is it not true that in addition to the local service air- 
lines there would be a number of the routes of the so-called long lines 
which would find such a new airplane usable or useful ? 

Mr. Nyrop. I think that is probably true; yes, sir. 

Mr. Dotuiver. Of course, you are not representing those groups this 
morning. 

Mr. Nrrop. No, sir. 

Mr. Dotuiver. Now I notice on your map that you do not include 
Alaska. I know there are many local service lines in Alaska, so-called 
bush flyers. Is there any reason why they are not included, or do not 
they belong to your association? Isthat it? 

Mr. Nyror. They do not belong to our group and they do not have 
that classification known as “local service carrier.” They are Terri- 
torial carriers. Also, ag you know, there are carriers in Hawaii and 
Puerto Rico, some of them just as small as we are, but they are not 
classified as “local airlines.” 

Mr. Dotutver. From my observation in Alaska there is a great deal 
of local airplane use and of course it is one of the places in the country 
where it is essential and very desirable to have the right kind of equip- 
ment. 

Mr. Priest. Mr. Nyrop, this legislation if enacted would apply only 
to the 14 local service airlines now operating under temporary certifi- 
cates ; is not that right / 

Mr. Nyror. That is correct. 

Mr. Priest. If any one of them makes application within 120 days 
after the enactment of this section. 

Mr. Nyrop. Yes, sir. 

Mr. Priest. My second question is how would this legislation affect 
a new local service airline that was given a temporary certificate for 
the first time on the date of the enactment of this legislation? Or let 

ut it beyond that; say that 120 days after the enactment of this 
legislation, if enacted, a temporary certificate is awarded to a new local 
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service airline not now in operation. Could that airline qui alify after 
120 days of operation under the terms of this legislation ? 

Mr. Nyrop. No, sir. This provision is drafted almost word for 
word with the same language that was used in the 1938 act and only 
those local carriers in operation on the date of the enactment of this 
requested legislation could qualify. 

Mr. Priest. That was my understanding of your statement. 

In reference to your remarks about the type of so sae oe now 
in local airline service. Recently I went to Asheville, N. C., flying 
the Eastern to Charlotte and the Piedmont over to Ashiveile and the 
plane that Piedmont operates did not appear to me to be a standard 
DC-3. It was a very, very nice plane for that type of service; I think 
it was a Douglas- built plane. Are you acquainted with the Piedmont 
service and the type of plane they are using? 

Mr. Nyrop. Yes, sir. The Piedmont uses DC-3. The local air- 
lines, as you know, have made a substantial number of improvements 
to the airplane since we started to use it. 

Mr. Priest. It evidently, then, was an improved DC-3, as I judge 
it to be. 

Mr. Nyrop. Yes, sir. 

Mr. Priest. It was similar in some respects, but I did not so classify 
it as a regular DC-3. 

Mr. Heseiron. Mr. Nyrop, I am glad to see you back here with us. 

Mr. Nyror. Thank you. 

Mr. Hesetron. I listened to your testimony with a great deal of 
interest and the questions I am going to ask are not intended to indi- 
cate that I am for or against the legislation of my colleague, but I 
would like to have a little more information about it. 

In the first place, I think my colleague would think it rather queer- 
at least two of colleagues present here would think it rather queer- 
if I did not refer to your ingenuous defense of a subject of consider- 
able interest to me. 

The Air Coordinating Committee has filed a report which has been 
approved by Secretary Weeks, and although our temporary chair- 
man (Mr. Hinshaw) and the author of the bill called your attention 
to it, I do not recall any great opposition to that particular report. 
I have read the report and it seems to me the Air Coordinating Com- 
mittee, Secretary Weeks, and the administration have indicated they 
would like to see something more than an indefinite continuation of 
subsidies. 

I know Mr. Peach and respect him; he is operating in my territory, 
but there was quite a controversy in terms of the termination of the 
certificate of the preceding local airline in that area. I do not intend 
to bring any personalities into the discussion, but I do think the record 
should show a little more conclusively than your statement indicated 
why you feel subsidies are justified in terms of furnishing local air 
service as against the possibility that trunklines should be required 
not only to take the cream of the traffic and leave to the local feeder 
lines the burden of development of air transportation in this country, 
but should develop local feeder lines as well. 

With that statement, you can “tee off” on me as much as you choose. 

Mr. O’Hara. Will the gentleman yield? 

Mr. Heserron. Yes. 

Mr. O’Hara. Thope you do. [ Laughter. ] 
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Mr. Hesevron. I have given you the opportunity; it is up to you. 

Mr. Nyror. Thank you, Congressman Heselton, for giving me an 
opportunity to “tee off” on the Air Coordinating Committee’s report. 
Fac etiously, and somewhat seriously, the Air Coordinating Commit- 
tee’s report is not the best written piece of literature since the Bible. 
There are many inconsistencies in the report. 

There are some good policy statements in it when taken alone, when 
possibly implemented. There is no question about that. 

The success or failure of the report would depend to a large extent 
on whether or not those who are charged with the responsibility of 
implementing it really understand the aviation transport history of 
the United States. 

Mr. Hesevron. May I interrupt you a second on that. Who, in 
your judgment, would be in charge of implementing it? 

Mr. Nyror. The CAB would be in charge of implementing a part 
of it; CAA will implement that part that relates to the operation of 
civil aeronautics facilities, and the Department of Defense will imple- 
ment that part relating to defense. 

The only part I am concerned with today is that part that deals 
with the economic regulation of the 14 local carriers. 

Now, as I tried to point out in my statement, the local airlines went 
through a complete certification process in the years from 1944 to 
1949. 

There were over 400 applications on file in the Civil Aeronautics 
Board at the time they orn’ this series of hearings to determine 
whom they would certificate and what communities or regions would 
receive local airline service. 

The Board in their determinations boiled the 400 applications down 
to 20 authorizations. 

All of the 20 at that time met the severe test of the Civil Aeronau- 
tics Board, first with regard to the matter of finances and ability to 
perform the service; secure the necessary financing and go forward. 
They met the second test at that time, as applied by the Board, with re- 
gard to public convenience and necessity, which is, was there a re- 
quirement for the people of the United States who livel in the smaller 
and intermediate cities to have air transportation. 

Now, since the original certificates have been issued, all of the car- 
riers that now remain, only 14 out of the 20, with the exception of 2, 
have gone through the complete renewal processes. ‘They have gone 
through the process again of obtaining a certificate. The two that are 
now before the Board in renewal proceedings are the Bonanza and 
the Ozark. As to the Ozark, oral arguments before the Board have 
been held within the past several days. The Bonanza—oral arguments 
to determine whether their certificate will be renewed again will be 
heard in the first 15 days of July. 

So, except in two cases, all of these carriers have gone through the 
complete certification process twice to establish, first, their fitness, will- 
ingness and ability; and secondly, whether their services are required, 
as stated by the public convenience and necessity. 

Now, the public convenience and necessity is represented by the 420 
cities that are served by the local airlines; 260 of them are served 
exclusively by the local airlines. 

Now, I want to comment just for 1 minute with regard to whether 
or not the trunk airlines can and will take over the 260 cities that are 
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served exclusively, and provide the same quality of services that we 
are providing today, oa generate the same amount of traffic. 

[ think it can be conclusively stated that the reason we have local 
service carriers today is that because in the period of 1940 up through 
1946, 1947 and 1948, the trunk carriers did not want, as a general rule, 
to provide service to, or to serve the majority of those 260 cities. Asa 
matter of fact, certain of the trunk airlines have actually come before 
the Civil Aeronautics Board and have supported the suspension of 
their service at some of those 260 cities and have recommended that 
the local carriers serve them. 

The Board has followed those recommendations in certain instances. 

Now, it is true that the trunk airlines have made substantial prog- 
ress in the year 1953. 

After taxes, the large trunk carriers, as we know them today, have 
a net profit of $47,993,000. But the profit that has been made by 
those large trunk carriers, of course, because of the difference of the 

carriers, is not equally distributed among them and you cannot take 
the local airline route structures and reassign them to the trunk car- 
riers without putting certain of those trunk carrier routes back on sub- 
sidy. As a matter of fact, we have an example of this occurring 
already; it is known as the Route 106 case, the operation between 
Sioux City and Chicago. 

Braniff was at one time off of subsidy, but as a result of that certifi- 
sation of that local route, to Braniff Airways, they are now back on 
subsidy today. Probably the same thing will happen, in my judg- 
ment at least, with regard to a substantial number of the other trunk- 
lines, if they are required to pick up all of those 260 cities on those 
routes. 

Mr. Heseiton. You said that the success or the failure of the Air 
Coordinating Committee’s recommendations would depend primarily 
on the underst: unding and the administration of those who administer 
it, and you indicated that would be by the CAB, the CAA, and the 
Defense Department, as I understood you. By that, do you mean 
that they should recognize the philosophy that you have expressed 
here this morning, that the communities served now are likely to be 
served by feeder airlines and will have to depend, inevitably upon 
subsidy ? 

Mr. Nyror. No, sir; I did not say that, sir. 

Mr. Heseiron. Will you answer in your own words what you do 
mean by your statement that it will depend upon the administration 
of the recommendations? 

Mr. Nyror. I attempted to cover that point in my formal state- 
ment, Congressman Heselton, in comparing the trunk airlines in 1938 
with the local service carriers in 1953. 

The large trunk carriers in 1938 as a group had an average life 
of something like 6 or 7 years. In 1954 the local airlines have had 
an average life of a little better than 5 years. 

From the standpoint of our progress; the building of commercial 
revenues; hauling of passengers; conservativ ely we can say that 
we have been just as successful—in my opinion a little more suc- 
cessful—than the trunk airlines were at a comparable period in their 
development. 

Now, it is true some of the small communities that we serve today 
will require subsidy for a considerable number of years; but remem- 
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ber again that it was in 1951 that the large trunk airlines first went 
off subsidy. I believe we can look forward to a period of substantial 
growth with regard to the number of passengers we haul, which 
means additional commercial revenue, and that maybe sometime in 
the future, maybe 1959, maybe 1960, or maybe 1962, but I do know 
that these carriers, if allowed to go forward and have certain route 
adjustments, and maybe given a little better traffic opportunities— 
and that is the key to the thing—that they can become self-sufficient 
and become an asset to our air transport system in the United States. 

Mr. Hesetron. So that from the vast experience you have had— 
we all recognize that—you look forward to the time when the tax- 
payers can expect that the airlines in this country will be off sub- 
sidy, be of sufficient financial maturity and experience, that they will 
be able to free themselves from the element of subsidy and will be 
operating on a businesslike basis. 

Mr. Nyrop. I think that is right. 

Mr. Hesettron. That isa very encouraging statement. 

Mr. Nyror. Within the next 10 years, Mr. Heselton. 

Mr. Hesevron. I think, coming from you, it is extremely important 
that this committee take that into consideration in considering this 
legislation. 

As I said before, I do not want to indicate at this time—I want to 
hear the testimony—whether I favor Mr. Hinshaw’s bill or would not 
favor it. 

I certainly would consider it with a great deal of sympathy, because 
I recognize the importance of it. 

I would like to ask you this, if one of the important matters—and 
this comes through the comments, largely through comments made by 
Mr. Hinshaw—and we all recognize his deep interest in the whole 
field, and his understanding of it—if in your opinion, is one of the real 
factors,—the one brought out by Mr. Dolliver—the development some- 
how or other of a satisfactory airplane by the industry that can be 
utilized much more efficiently. 

Mr. Nyror. That is correct, sir. 

Mr. Hesevron. That is one of the key factors in the whole problem ? 

Mr. Nyror. That is one of the key factors, and this is one of the 
few committees that has recognized that and has worked with us on 
the question. 

Mr. Hesetron. I have not had a chance to study too carefully the 
bill that has been submitted. I know that there is a 120-day period 
init. Isthat because of precedent ? 

Mr. Nyrop. Yes, sir. 

Mr. Hesevron. You feel that the 120-day period applies, or should 
apply to this particular situation. 

Mr. Nyror. Yes, sir; the 120 days applies to this. 

Mr. Heseiron. Why the 120 days? 

Mr. Nyrop. Well, we used that because it was the same period that 
was used for the issuance of grandfather certificates to the trunk car- 
riers; modeled almost exactly after the 1938 act. 

Mr. Hesevron. In line with Mr. Priest’s question, if a new carrier 
came into service and continued its service 121 days, it would be en- 
titled to a permanent certificate; is that right? 

Mr. Nyrror. No, sir. 
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Mr. Hesetron. Upon the proper showing to the Board ? 

Mr. Nyror. No, sir. The legislative proposal as written would not 
allow a new carrier who received a temporary certificate, 121 days 
after the passage of the act, to apply under this specific section to get 
a permanent certificate. 

This is written rather tightly. We wrote that purposely, sir, so 
that we would not be here asking for a broad legislative grant or au- 
thorization, which would exceed our present needs. 

Mr Heseuron. As I read the bill it would require—and the words 
are “upon proof of such fact only, shall”—and then there continues 

“unless the service rendered by such applic: ant for such period was 
inadequate and inefficient.” 

Do you feel that the proof of service for 120 days, with the excep- 
tion of the possibility of inadequate and inefficient service, is an ade- 
quate protection not only to the carriers now in existence, and I am 
talking about trunklines, as well as local feeder service carriers, but 
for the public, the postal service, and the defense requirements ? 

Mr. Nrror. Congressman Heselton, I would like to call your atten 
tion to appendix B, which is attached to my statement, which shows 
the date on which all these 14 local lines inaugurated service, and you 
will find that they have all been operating since 1949. 

I would like to emphasize again that with the exception of two car 
riers we have been through the certificate process twice, both with 
regard to our fitness and : ability and with regard to public convenience 
and necessity. We have established those things twice. 

One of the carriers has done it three times. 

Mr. Priest. Will the gentleman yield ? 

Mr. Hese.ton. Yes. 

Mr. Priest. Actually, each one of the 14 will have had far more than 
120 days to prove their fitness ? 

Mr. Nyror. Oh, yes. The 120 days is the effective period for mak 
ing an application, sir. 

Mr. Hese.ron. I am aware of one renewal request which was denied. 
Has there been more than that one particular instance ¢ 

Mr. Nrror. Yes, sir. The Civil Aeronautics Board, because of high 
operating costs, high subsidy costs, in three instances have refused to 
renew certificates of local carriers. 

Let me see if I can remember. No. 1, Wiggins, which you just re 
ferred to. 

No. 2, Midwest, which operated through Iowa and Nebraska; and 

No. 3 was the Florida Airways that operated in the State of Florida. 

Mr. Hesevton. I know that service to the communities involved in 
the Wiggins case has been picked up by Mohawk and Northeast. 

What was the situation in regard to the other communities? Are 
they still receiving service through some other lines ? 

Mr. Nyropr. For instance, take the Midwest Airlines certificate that 
was not renewed. It involved local service route No. 106 which was 
turned over to Braniff Airways. Asa result of Braniff Airways tak- 
ing on that additional responsibility they are now back on subsidy. 

In Florida—I am not familiar with that situation, because that 
covered a period before I was with the Civil Aeronautics Board. 

Mr. Priest. Will the gentleman yield ? 

Mr. Roaers. Will the gentleman yield ? 
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Mr. Heseviron. Yes, I will yield to Mr. Priest 

Mr. Priest. When an occasion arises such as you have just men- 
tioned where the certificate was turned over to Braniff Airways, what 
requirements are there for settlement to the company, to the loc al serv- 
ice airline that is denied a renewal? Is that a statutory requirement, 
or is that a question of regulation or mutual agreement? Just what 
was that situation ¢ 

Mr. Nrrop. In both the Wiggins case and in the Midwest case, both 
of those carriers were operating under temporary mail rates. In both 
instances the Civil Aeronautics Board tried to sit down and work out 
with them a fair settlement or an adjustment, so that there really was 
not what you would call a capital loss on the thing. 

I do not have the figures before me, but I believe both of those cases 
have now been completed. 

Mr. Priest. Will the gentleman yield for just one more question ? 

Mr. Hesetton. Yes. 

Mr. Priest. Is there any adequate safeguard to assure a local air- 
line that there will not be capital losses if a certificate is not renewed ? 

Mr. Nyror. You are asking a very good question. 

Mr. Priest. I think it is S important one. 

Mr. Nyrop. In the case I discussed in my presentation here today, 
the case of the Southwest Airways, the applic ation that has been filed 
by a trunk carrier to take over all or certain of their route segments, 
there has been no provision made in that application to take them over, 
to pay Southwest Airways for any of the expenditures that have been 
made. It is notan offer to purchase the company. 

Mr. Priest. I thank you, Mr. Heselton. 

Mr. Rogers. Will the gentleman yield? 

Mr. Hesevron. Let me ask a question right on that point, because 
I happen to be familiar with the case, and I am not, because I am ask- 
ing this question, taking any sides. I am trying to visualize the situa- 
tion. 

If this bill of Mr. Hinshaw’s had been law at that time, when the 
Wiggins renewal came up, would the Wiggins company have been 
automatically entitled to a permanent certificate, irrespective of the 
findings of the CAB as to its ability to operate economically and effi- 
ciently ? 

Mr. Nrrorp. Congressman Heselton, you have to break it down into 
two parts, to answer your question. Would Wiggins have been entitled 
to receive a grandfather certificate / 

The answer to that is “yes,” provided they met the one test that is 
in the bill. In other words, were they operating a proper service ? 
However, it should be pointed out that whether or not a carrier has a 
permanent certificate does not destroy the Board’s right, and as a 
matter of fact, responsibility, to make route adjustments, and they can 
take off cities or put on cities, and cancel out segments, that establish 
as a result of operations that they are not economic, and that is not 
proper service. 

This legislative proposal here does not change that authority in the 
Board in any respect. 

Mr. Hesevron. I understand that in terms of the phrasing there, 
the service rendered by such plan and for such period was inadequate 
and inefficient, and yet I still am concerned as to whether that places 
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upon the Board rather than upon the carrier, practically speaking, the 
burden of establishing that its line is rendering efficient and : adequi ite 
service. I dislike very much to take an individual instance but it points 
it up, and I think I will have to use it. 

Would the Board have had more difficulty in denying the Wiggins’ 
certificate for renewal if Mr. Hinshaw’s bill had been law than would 
be the case under existing law / 

Mr. Nyrop. The facts of the Wiggins case, as I remember, sir, were 
that Wiggins’ mail pay requirements were completely above and be- 
yond—several times—any other carrier in the industry. 

In that specific case, sir, I think the Board took the only course of 
action they could take, irrespective of whether they had a temporary 
or permanent certificate. 

Mr. Heseiton. You do not think if this bill were law that would 
compel them to take any other course of action ? 

Mr. Nyror. That is right. 

Mr. Hesetron. Mr. Nyrop, in conclusion—and this ae not be a 
question you care to answer. If you do not care to answer it, I shall 
withdraw it. But, have you or has anybody on behalf of lat arriers, 
in support of this legislation, made any effort to reconcile the differ- 
ences of opinion that. apparently exist so far as the Air Coordinating 
Committee and the Administration is concerned, and the carriers— 
and I should add this: Do you feel that there is any likelihood—I am 
thinking of the exact bill before us—is there any likelihood of an agree- 
ment between the parties concerned and some possible modification of 
the bill which is before us, that we can anticipate, or is it likely that 
we are going to continue with this clash of opinions ? 

Mr. Nyrop. Well, first, in all fairness to the Coordinating Commit- 
tee, they did give the local airlines industry an opportunity to com- 
ment on their drafted policies. We submitted comments to them. We 
suggested language changes and we suggested policy changes. Unfor- 
tun: ately for us they did not agree with us, with one small exception. 
We wanted them to say in their report, in addition to a lot of other 
changes, that they would support us in our efforts to get this better air- 
plane. That turned out to be a split decision of the Air Coordinating 
Committee, and that is the only change we were able to get in the 
report. 

Mr. Heseitton. You say that was a split decision ? 

Mr. Nyror. That is right. It was not a unanimous decision that 
the Government should go forward and try to attempt to assist in get- 
ting an adequate airplane for local service operations. 

Mr. Hesevron. I wonder if you have available a copy of the rec- 
ommendations which your group made to the Air Coordinating Com- 
mittee. 

Mr. Nyror. I do not have with me, sir, but I will be glad to submit 
them for the record. 

Mr. Hesevron. Mr. Chairman, I think that might be helpful. 

Mr. Hinsnaw. I think it would, too, and I shall be glad to accept 
the recommendations of your group to the Air Coordinating Commit- 
tee, for our record, if there is no objection. Hearing none, we will 
incorporate it in the record. 
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(The recommendations above referred to are as follows :) 


CONFERENCE OF LOCAL AIRLINES, 
Washington, D. 0., July 2, 1954. 
Hon. Cart HINSHAW, 
House of Representatives, Washington 25, D.C. 


My Dear Mr. HinsHaw: At the hearing before the committee on June 23, 1954, 
regarding H. R. 8898, I was asked to submit certain information for the Confer- 
ence of Local Airlines, which is appended hereto. 

Appendix A contains the comments and recommendations of the Conference of 
Local Airlines submitted to the Air Coordinating Committee, April 19, 1954, in 
reference to the draft statement entitled “Review of National Aviation Policy.” 
The only recommendation proposed by the Conference of Local Airlines which 
was incorporated in the official statement was our proposal for the development 
of a prototype replacement for the DC-3. This recommendation, however, was 
not adopted unanimously. In order to more easily review our comments and 
recommendations I have referenced them to the final statement of the Air Coor- 
dinating Committee dated May 1, 1954, entitled “Civil Air Policy.” 

Appendix B is a tabulation showing the compensatory mail pay and subsidy 
for the local service airlines during the fiscal year 1954. Inasmuch as the actual 
separation of compensatory mail pay and subsidy was not effective until October 
1953, it is not possible to present actual amounts on an annual basis at this time. 
The tabulation is the official Civil Aeronautics Board estimates for the fiscal year 
1954, and it is believed that they are correct within 1 or 2 percent. 

Appendix C is a list by local service carriers of the type and number of air- 
craft owned and operated. 

Sincerely yours, 
DoNnALD W. NyYRop. 


ApPPENDIx A. COMMENTS AND RECOMMENDATIONS OF THE CONFERENCE OF LOCAL 
ATRLINES REGARDING “Crviz Arr PoLtcy” As SUBMITTED APRIL 19, 1954. 


The following recommendations and comments were submitted by the Confer- 
ence of Local Airlines to the Air Coordinating Committee, April 19, 1954, in 
reference to a draft statement entitled “Review of National Aviation Policy.” 
In order to more easily review the material, it has been referenced to the final 
statement of the Air Coordinating Committee, dated May 1, 1954, entitled “Civil 
Air Policy.” 


AIR TRANSPORT SUBSIDY 


In reference to paragraph 5, page 6, the position of the Conference of Local 
Airlines is as follows: 

The thought here expressed, while true of the major trunk air carriers, 
is not true of local airlines. The local airlines are still in the infancy of their 
development, their average length of operation being 5 years and 8 months 
as compared to ovér 20 years’ operation of domestic trunk lines. 

Furthermore, the stage of development of the local airlines as of 1953 was 
comparable to the situation in which American Airlines, United Air Lines, 
TWA, and Eastern found themselves in 1939, 14 years earlier. In 1953 the 14 
local airlines carried a total of 1,998,128 passengers, 386,881,000 revenue pas- 
senger miles. The total mail pay of the local airlines was $23,088,000 and the 
total commercial revenues $23,500,000, resulting in a ratio of mail pay to com- 
mercial revenne of 98 percent. On the other hand, in 1939, the Big Four hauled 
a total of 1,025,281 passengers 450,701,087 revenue passenger miles. Their 
total mail revenue was $11,294,053, their commercial revenues were $25,381,935, 
their ratio of mail pay to commercial revenue being 44.5 percent. It cannot be 
expected that the local carriers operating over lean traffic routes with artificial 
restrictions on service can have yet reached a position where continued sub- 
sidy support is unwarranted. In 1939 the Big Four had the cream of the traffic 
routes and were in a stage of development roughly comparable to 1953 for the 
local airlines. Yet it was not until the last 3 years that these carriers reached 
a stage of development where they could exist without subsidy. 

In reference to paragraph 4, page 7, the position of Conference of Local Air- 
lines is as follows: 

This gives insufficient emphasis to the necessity for continuing support of 
local airlines. The Conference of Local Airlines firmly believes they will 
eventually reach a self-supporting status, but care should b taken to assure 
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that the policy of the Government does not ignore the fact that even with the 
excellent progress being made, support in diminishing amounts will be required 
for a number of years. 
Recommendation No. 1 

It is recommended that the following statement be included as a separate 
policy in the same way that policy 3, page 8, with respect to international oper- 
ations was separately stated: 

“Local airlines: It is recognized that the local airlines serving 440 communi- 
ties in the United States are as yet in an early stage of their development and 
have not progressed economically to the point where their ability to survive 
without subsidy support can be definitely predicted in the immediately fore- 
seeable future. The local carriers have come to be accepted as part of the com- 
munications facilities provided for the smaller communities and are meeting a 
definite public need as is indicated by enthusiastic reception of such carriers 
by the public. In addition, the provision of expedited mail and freight service 
to the smaller communities has caused the local airlines to be accepted as a 
necessary part of community life. It is to be expected that these local air car- 
riers will experience a continuing decline in reliance on support from the United 
States Government as their commercial revenues increase.” 

In reference to paragraphs 2, 3 and 4 and policy 4, page 8, the position of the 
Conference of Local Airlines is as follows : 

The concept here proposed to be adopted could be serious to the local airlines, 
the really small business of air transport, if carried out. The Civil Aeronautics 
Board in the beginning of its local service experiment determined that the public 
would be better served if local service is provided by companies devoted to that. 
objective and having their roots in the local communities. The policy statement 
apparently would throw that concept overboard and permit the strong carriers 
to take over the local airlines. That this would be a shortsighted policy is amply 
demonstrated by (1) the remarkable development of local traffic in the hands 
of the local carriers (4,452 passengers in 1945 to 1,998,128 passengers in 1953) ; 
(2) the provision of greater schedule frequency, with its development of traffic 
(for instance, Duluth, Minn., developed 9,693 passengers during the first year of 
local service as compared to 4,552 passengers during last year of trunkline 
service) and (3) the emphasis on service more suitable to intermediate than 
terminal points. 

The principle of local service by local carriers should be maintained and local 
carriers should, whenever possible, be given access to heavier density traffic in 
order to reduce Government cost. 


Recommendation No. 2 


It is recommended that the policy statement contain the following: 

“The policy of providing local airline service through local airlines whose 
personnel are rooted in the communities they serve and who are specialists 
in short-haul transportation has resulted in the development of traffic and the 
expansion of the country’s air-transportation system to a far greater degree 
than would be the case if local service had merely been accepted as an adjunct 
to trunkline service. In view of the beneficial results which have been obtained 
from this policy, it is contemplated that the integrity of local service carriers 
will be maintained except perhaps in those few instances where the proper 
development of air-transportation system would otherwise dictate. 

“At the same time, in order to hasten reduction of subsidy support to local 
airlines, the Government should use every available opportunity to strengthen 
their route systems and to provide them with access to denser traffic markets 
where such access is consistent with the purposes of the local airline system.” 

In reference to policy No. 8, page 10, the position of the Conference of Local 
Airlines is as follows: 

While it is admittedly proper that the Executive and the Congress should 
determine the subsidy level, the policy here enunciated is subject to the criticism 
that it seeks to carry water on both shoulders. It would be impossible for the 
Board or the carriers, operating under such a policy, to achieve any reason- 
able degree of stability. Under the Civil Aeronautics Act, the Congress has 
determined the level of support, and it is administered by the Civil Aeronautics 
Board. If the Congress believes that level is too high, it is within the power 
of Congress to change it, but this should be done by changing the standards 
to be applied by the Board, rather than as a budgetary trimming, with its 
attendant confusion and uncertainty. 
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Recommendation No. 3 


It is recommended that policy No. 8 be deleted and that in its stead a policy 
be adopted under which the executive department and the Congress would 
explore the question whether any change in the present standards governing 
the payment of subsidy to the airlines is warranted. 


AIR TRANSPORT ROUTES 


In reference to policy No. 6, pages 13-14, the position of the Conference of 
Local Airlines is as follows: 

The local airlines are only in their sixth year of operation as opposed to 
over 20 years of operation of the trunklines, and their progress should be com- 
pared, not to trunklines of today, but to trunklines of 14 years ago. See com- 
ments of Conference of Local Airlines in connection with subsidies. When so 
compared, we cannot agree that local airlines “have in general failed to live 
up to original expectations.” 

The third paragraph of the foregoing statement judges the success to date of 
local carriers solely upon the progress made toward economic self-sufficiency. 
While it is true that local carriers have not as yet attained as high a degree of 
self-sufficiency as is desired, it must be remembered that their value to the com- 
munities they serve and to the country cannot be measured entirely in terms of 
dollars and cents. They have brought adequate air transportation service for 
the first time to several hundred communities, tailored, with respect to numbers 
and timing of schedules, to the needs of such communities rather than to the 
needs of the distant terminal points. The speedier travel, air mail and freight 
services have made their indelible imprint upon the lives and business customs 
of the communities, as is attested by the enthusiastic support given by the small 
communities to the local airlines in their bids for route renewals. 

In addition, the local airlines provide a specialized R. F. D. type of air service 
to many communities which are isolated geographically by surface barriers and 
which depend on air transportation as their chief form of communication with 
other communities. It is doubtful if services to such communities in the fore- 
seeable future can become self-supporting, but this does not alter the fact that 
such services meet a distinct and pressing public need which cannot otherwise 
be feasibly met. 

The local airlines constitute the small business of the air transportation indus- 
try and the local airline entities should not be abandoned to the larger airlines 
in the absence of a clear showing that the aviation interests of the United States 
can be protected in no other way. 

The improvement of the route structure of local airlines is, of course, a mat- 
ter of paramount importance in their development and the Conference of Local 
Airlines endorses the suggestion for the elimination of points which have demon- 
strated an inadequate traffic potential to justify scheduled air service. 

However, the policy statement ignores a point which may have an even greater 
bearing on continued economic advancement of the local carriers, and that is 
the existence of artificial route restrictions which, although necessary and desir- 
able when imposed, have now been outmoded, and which generally no longer 
serve any useful purpose. These restrictions, common to all local airline cer- 
tificates, requiring the carriers to serve all the stations on a particular segment 
on all flights, are today a serious obstacle to the future growth of the local car- 
riers. In 1946 the restrictions were necessary to insure that the new local service 
carriers would extensively cultivate and serve the small cities along their routes 
and not divert traffic from trunklines which then required subsidy support. 
Neither of these objectives needs any longer to prevail, since adequate service 
is being provided to the small cities, and the trunklines made a profit of nearly 
$60 million in 1953. Any diversion which would be caused by removing the 
restrictions would be so slight as to be inconsequential. 


Recommendation No. 4 


It is recommended that a paragraph be added as follows: 

“It is recognized that the small local airlines are meeting a useful public need 
providing local air transportation, airmail and air freight service to many small 
communities of the Nation and that they have become a necessary part of the 
life of such communities. In many instances, a needed air service is provided 
to isolated communities, and the public interest may, in such cases, as in the 
ease of international operations, require indefinite continuance of service on a 
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subsidy basis. However, the bulk of the local air carriers should be able to 
make steady progress toward economic self-sufficiency.” 


Recommendation No. 5 


It is recommended that a paragraph be added as follows : 

“The Civil Aeronautics Board should give sympathetic consideration to the 
removal of artificial route restrictions, where, under present circumstances, such 
action will improve the service provided by local carriers and improve their 
ability to attract traffic without seriously affecting the trunk air carriers.” 


MOVEMENT OF MAIL BY AIR 


In reference to policy No. 3, page 22, the position of the Conference of Local 
Airlines is as follows: 

The Conference of Local Airlines concurs strongly in this statement, and 
suggests that the wisdom of the experiment being conducted in the transporta- 
tion of first class mail by local airlines is evidenced by the results already at- 
tained. During the 8-day Christmas period last year, the local airlines carried 
433,342 pounds of mail, for $14,806. Gross revenue accruing to the Post Office 
Department for this mail was approximately $520,000, the local carriers being 
paid only 2.84 cents of each dollar of Post Office Department gross revenue: 


FEDERAL-STATE-LOCAL RELATIONSHIPS 


In reference to the section entitled “Economic Regulation,” pages 45-46, the 
position of the Conference of Local Airlines is as follows: 

The Conference of Local Airlines agrees that the Federal Government should 
have exclusive control over all interstate carriers, but urges that the Federal 
regulatory agency be given at least an “override” power with respect to purely 
intrastate carriers, so that they will not be permitted to interfere with the 
orderly development of interstate carriers. If the rates of an intrastate carrier, 
for instance, are exclusively controlled by the State and the rates of the compet- 
ing interstate carrier are controlled by the Federal agency, an intolerable situa- 
tion results. 


Recommendation No. 6 


It is recommended that the Federal regulatory agency be given the power to 
override any determination of a State agency with respect to an intrastate car- 
rier, where such action is necessary to prevent interference with interstate com- 
merce, and whether in the field of routes, rates, or any other subject of economic 
regulation. 


THE AIRCRAFT MANUFACTURING INDUSTRY 


In reference to the section entitled ‘New Transport Aircraft” pages 62-64, 
the position of the Conference of Local Airlines is as follows: 

The Conference of Local Airlines agrees that this recommendation is proper 
but believes that attention should be given by both industry and government to 
the development of aircraft particularly suitable for operation in local service. 
The 14 local service carriers are operating with a fleet of approximately 150 twin- 
engine airplanes of which 147 are the Douglas DC-3. This airplane is now 18 
years old and is obsolete because of the progress that has been made by aircraft 
manufacturers in the design and construction of airplanes. It is possible now to 
build an airplane that can carry a larger payload and operate at a cost per hour 
or per mile which is comparable to and probably less than the DC-3. It is impera- 
tive for the continued economic improvement of the local service carriers that 
such an aircraft be produced. 


Recommendation No. 7 


It is recommended that this item be expanded to indicate need for development 
of a local service aircraft. 

(Note.—This recommendation of the Conference of Local Airlines was incorpo- 
rated in the final policy statement. The recommendation states at page 64: “The 
Federal Government should, by appropriate means, provide financial aid for the 
development and testing of a local service prototype.” This statement is foot- 


noted with the following comment: “This recommendation was not unanimously 
adopted.” ) 
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ROTARY WING AIRCRAFT 


In reference to policy recommendation 8, page 66, the position of the Confer- 
ence of Local Airlines as as follows: 

The limitation of experiments by scheduled airlines to those which do not 
increase requirements for subsidy support may well serve to defeat early realiza- 
tion of the benefits commonly anticipated from the use of helicopters. The provi- 
sion of local short-haul service by helicopters may be at least a partial answer to 
the need for local airlines for modern equipment and experimental use of heli- 
ecopters for local service operations may in the long run prove more beneficial to 
air transportation in this country even though the initial subsidy requirement 
may be higher. The limitation written into this recommendation will serve to 
defeat a reasonable trial of helicopters over the routes of typical local service 
operators. 


Recommendation No. 8 


It is recommended that the last sentence of policy recommendation 7 be 
rewritten to read as follows: 

“The Board should take a sympathetic view with respect to proposals for 
additional experimental services by scheduled airlines where there is a reason- 
able prospect that the cost of such experimental services, if additional subsidy 
support is required as a result, will be so beneficial to the development of air 
transportation as to outweight such additional subsidy need.” 


APPENDIx B.—Separation of service mail pay and subsidy, local service airlines, 
fiscal year 1954 


| 








Gearier Service Mail | Service | Subsidy | Total 
mail rate | ton-miles | mail piy | mail pay | mail pay 

Allegheny__._.__- a $1. 48 80,000 | $118, 000 | $1,792,000 | $1, 910, 000 
Bonanza Z 1. 48 28, 000 | 41, 000 904, 000 945, 000 
Central__.....- nd 2. 58 45, 000 | 116,000 | 1,676,000 | 1, 792, 000 
Frontier . 91 | 118, 000 | 107,000 | 2,908,000 | 3,015,000 
Lake Central 2. 58 29, 000 | 75,000 | 1,475,000 | 1, 550, 000 
Mohawk as 91 49, 000 45,000 | 955, 000 1, 000, 000 
North Central 1, 48 126, 000 | 186,000 | 2,514,000 2, 700, 000 
Ozark. _- 1, 48 60, 000 89,000 | 2,011,000 2, 100, 000 
Piedmont , 75 111, 000 | 83,000 | 1, 552, 000 1, 635, 000 
Pioneer ___. 75 150, 000 | 113,000 | 1,024,000 | 1, 137, 000 
Southern : i 1. 48 | 95, 000 | 141, 000 1,813,000 | 1,954, 000 
Southwest... 91 | 99, 000 | 90,000 | 1, 110, 000 1, 200, 000 
Trans-Texas 1. 48 | 80,000 | 118,000 | 2, 582,000 | 2, 700, 000 
West Coast 1. 48 | 40, 000 59,000 | 1,556,000 | 1, 615, 000 

Total # | 1,110,000 | 1,381,000 | 23,872,000 | 25, 253, 000 





| | | 


Source: Civil Aeronautics Borrd estimates as presented to the subcommittee on the Department of 
State, Justice and Commerce, Committee on Appropriations, House of Representatives, 83d Cong., 2d sess. 


APPENDIx C.—Number and type of aircraft owned and operated by the 14 local 
service airlines 
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Mr. Hinsuaw. I think that is all. I want to thank you very much. 

Mr. Rogers. Will the gentleman yield? 

Mr. Hinsuaw. I would like to point out, before we go any further 
with questions, that the Congress was not consulted by the Air Coor- 
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dinating Committee as to its views. The Congress itself had an Air 
Policy Board in 1948 which established policies on most matters In 
reference to aviation, and it seems to me that the Congress is at least 
an important gioup when it comes to airplane policies. As a matter 
of fact, it is the business of the Congress to establish polici les, and 
not necessarily the business of the Air Coordinating Committee to 
tell the Congress what it should do. 

Mr. O'Hara. Could I ask one question right there ? 

Mr. Hinsuaw. Mr. O'Hara. 

Mr. O'Hara. Mr. Nyrop, it is true, is it not, that the report of the 
Air Coordinating Committee met with violent protests and opposition 
from the air industry generally, including your particular group? 
At least to portions the reof ? 

It is my recollection that there was very violent objection filed by 
certain of the air industry who are the trunkline operators—at least 
that was my recollection. 

Mr. Nyrror. Well, let me say that there are certain parts of the 
report acceptable and there are certain parts of the report that we as 
a conference of local airlines are very violently opposed to. 

i think you can say the same thing with regard to all other seg- 
ments of aviation that are mentioned in the report. They favor part 
of it and they are violently opposed to other parts of it. 

We believe that with regard to the treatment that is afforded to the 
local airlines in this report, that we have been the most harshly treated 
of any major segment or group. 

Mr. Hinsnaw. I would like to say, if Mr. Gurney is in the room 
and within earshot, I would like to repeat again that the Civil Aero- 
nautics Board is in a sense an agency of the Congress. It was estab- 
lished by act of Congress as a quasi-judicial body, and I think—this 
is my own personal view, at least—that for the Civil Aeronautics 
Board to participate to the extent of agreeing with recommendations 
of the Air Coordinating Committee in its report, may have some ele- 
ments that are not exactly quasi-judicial, and I would doubt the 
entire propriety of the Board’s participation in that report. 

Now, with that I will yield. 

Mr. Hesevron. Will you yield to me at that point? 

Mr. Cartyie. Mr. Chairman. 

Mr. Hesevron. I think I ought to yield. I will yield to the gentle- 
man, Mr. Rogers of Florida. 

Mr. Cartyte. Will you yield for a question ? 

Mr. Roeers. I yield to the gentleman. 

Mr. Cartyie. Thank you. 

Let me ask you this, do you consider that the 14 short lines in which 
you expressed interest as being at this time in a fairly healthy finan- 
cial condition ? 

Mr. Nyrop. Last year, oe our total commercial revenues were 
approximately $24, 300,000, or twenty-four million three hundred and 
some thousand doll: ars. Wi e caine rec ‘elved r eder: al mi ail assistance of 
about another $24 million, with total revenues of about $48 million. 

However, in spite of that, the records for 1953 show, as filed with 
the Board, that the losses of the local carriers were approximately 
$1,200,000 or $1,300,000. 
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However, certain of those losses that are shown there can be ex- 
plained, and I say this in all fairness to the Civil Aeronautics Board, 
that some of the local carriers were on temporary mail rates and, as 
you know, Congressman Carlyle, the Board’s policy concerning tem- 
porary mail rates is not to pay the full amount that may be due, but 
hold back a little bit for settlement. 

So, some of the losses of this $1,800,000 for 1953 may be adjusted 

lightly when the final figures are established. 

We are not in a healthy situation from the standpoint of the total 
subsidy mail assistance that we received from the Federal Govern- 
ment. We believe that the passage of this bill will help us strengthen 
ourselves so that we can further reduce that subsidy. 

Mr. Cartyte. Frankly I will admit that I am sympathetic with the 
proposal, because I realize these short lines are needed. They serve 
a very useful purpose and they need to develop their equipment and 
service, and I am at a loss te know how they can extend their operat- 
ing with a temporary certificate. 

Do you experience trouble in operating with a temporary 
certificate ? 

M. Nyror. I beg your pardon ? 

Mr. Cartyte. I say, do you experience difficulty in disposing of 
your bonds and financing your companies when you are operating 
witha temporary certificate / 

Mr. Nyrorv. Well, first, with regard to the Martin 202 problem, Mr. 
Lawrence is here, and I believe ‘he is more qualified to discuss that 
with you. 

We have certainly had difficulty in raising equity capital. We 
have had difficulty in financing our short-term loans from the banks. 
We believe if we had a permanent certificate that the banks and the 
people with whom we must do business would look on us as more 
desirable and we would be able to get our capital more readily and 
probably at a lower interest rate. 

Mr. Cartyte. Have you experienced financial difficulties while op- 
erating under a temporary certificate ? 

Mr. Nyror. Yes. I think it would be a fair statement to say that 
we are having difficulties. 

Mr. Cartyte. That is all, Mr. Chairman. 

Mr. Hinsuaw. Mr. Rogers. 

Mr. Rocers. Mr. Chairman. First, I apologize to my distinguished 
friend from Massachusetts. 

( After informal discussion off the record. ) 

Mr. Rogers. You mentioned the Florida Airways. What became of 
that company? I understand that their certificate of convenience 
and necessity was refused by the Board. Will you give us a little 
history of that, since that is in my State. Why was it refused ? 

Mr. Nyror. Well, the Florida Airways certificate was not renewed 
by the Board. It was revoked, so to speak. One of the reasons, as 
I understand it, was because of their high cost of operations. 

I cannot tell you what happened to the company after it lost its 
certificate of convenience and necessity. I would assume probably 
that it is still in some other phase of aviation activity; but I do not 
know, Mr. Congressman Rogers. 

Mr. Rogers. Do you know what became of it ? 

Mr. Nyrop. No, sir. 





CERTIFICATES FOR LOCAL SERVICE AIR CARRIERS 3] 


Mr. Rogers. You do not know whether they sold their line or some 
other organization took it over / 

Mr. Nyror. No other line took over that route for operation. 

Mr. Rogers. I will yield the floor. 

Mr. Hesevron. Mr. Chairman. 

Mr. Hinsuaw. Mr. Heselton. 

Mr. Hesevron. Mr. Chairman, this is a very important hearing. It 
may have considerable effect, it seems to me, upon the future of the 
civil air policy of this country. 

You have commented on the various proposals and the questions 
that have been developed in the report of the Air Coordinating Com- 
mittee made in 1954. 

I realize that we will have the benefit of the recommendations that 
were made by the group that is appearing in behalf of this legislation, 
but the other Members of Congress will not have the benefit of these 
hearings except after they are printed. I realize that this, Mr. Chair- 
man, is an extensive doe ument. It runs to some 70 pages. 

I suggest that in view of everything that has gone in and what is 
coming, that in the complete consideration of the whole matter and 
the recommendations to Congress, it would be wise to include in the 
printed hearings a copy of the report made by the President’s Air 
Coordinating Committee, and I will ask unanimous consent that that 
may be included. 

Mr. Hinsuaw. You are speaking in respect to this question; not 
to the entire report, I take it / 

Mr. Hesevron. I will be glad to modify my request to have only 
the portion that relates to this particular question included. I do 
not know what part that is, but I think that should be included. I 
think it is very important. 

Mr. Hinsuaw. It undoubtedly is, and I think that might well be 
accepted and made a part of the record. And, without objection, it 
is so ordered. 

Mr. Heseiron. Thank you, Mr. Chairman. 

Mr. HinsHaw. I would suggest including in the record the fol- 
lowing parts of the report of the President’s Air Coordinating Com- 
mittee. 

Pages I, IT, 111, 1V, and V, and pages 1 to 25, inclusive. 

(The portion of the report above referred to is as follows:) 


CIVIL AIR POLICY 


A REPORT BY THE AIR COORDINATING COMMITTEE BY DIRECTION OF THE 
PRESIDENT, May 1954 


rHE AIR COORDINATING COM MITTEE 


Robert B. Murray, Jr., Under Secretary of Commerce for Transportation 
man 

Chan Gurney, Chairman, Civil Aeronautics Board, Vice Chairman 

Samuel C. Waugh, Assistant Secretary of State for Economic Affairs 

George H. Roderick, Assistant Secretary of Army 

James H. Smith, Jr., Assistant Secretary of Navy for Air 

Roger Lewis, Assistant Secretary of the Air Force 

H. Chapman Rose, Assistant Secretary of the Treasury 

John C. Allen, Assistant Postmaster General 

Robert E. Lee, Commissioner, Federal Communications Commission 

J. Weldon Jones, Bureau of the Budget (nonvoting) 

Alvin B. Barber, Office of Defense Mobilization (nonvoting) 


, Chair- 
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‘ THE WHITE HOUSE, 
Washington, D. C., September 23, 1953. 
Hon. Rosert B. Murray, Jr., 
Chairman, Air Coordinating Committee, 
Washington 25, D.C. 

Dear Mr. Murray: The increasing importance of aviation as an instrument of 
national policy and to our national welfare makes it desirable that there be avail- 
able to the Government agencies, the aviation industry, and the public, a clear 
and comprehensive statement of the aviation policies of this administration. 

In a field so dynamic as aviation, our policies and programs must be flexible 
and capable of growth. It has been over 5 years since a broad review of United 
States aviation policy was completed; many events of major significance have 
occurred in the interim. 

I therefore request that you, as Chairman of the Air Coordinating Committee, 
direct it to undertake a comprehensive review of our aviation policy, and to pre- 
pare a statement of present United States policies in the primary areas of avia- 
tion interest, for my consideration and approval. This should be done in consul- 
tation with appropriate industry, local government, and private aviation groups. 

Sincerely, 
DwicHt D, EISENHOWER. 





AIR COORDINATING COM MITTEE, 
DEPARTMENT OF COMMERCE BUILDING, 
Washington 25, D. C., May 1, 1954. 
The PRESIDENT, 
The White House, Washington, D. CO. 

My Dear Mr. PRESIDENT: In response to your request of last September 23, 
the Air Coordinating Committee has completed a compreheisive review of Fed- 
eral aviation policies. I have the honor to transmit herewith for your approval 
the committee’s report. 

In this review, the committee has concentrated primarily upon policies affect- 
ing civil aviation. While some of the issues discussed in this report are of 
joint interest to both civil and military aviation, issues of a strictly military 
nature have been excluded. In keeping with these general terms of reference, 
the committee has not found it possible in its final report to give the degree of 
coverage to the aircraft manufacturing industry which its importance would 
merit. Many of the issues affecting that industry were found, in the final 
analysis, to relate predominantly to defense aspects of the industry’s operations. 
The material developed on such matters during this review has been referred 
to the Department of Defense for its further consideration. Accordingly, the 
manufacturing section of this report recommends policies primarily affecting the 
development, production, and sale of civilian aviation equipment only. 

Although the Air Coordinating Committee operates on the basis of unanimous 
agreement, it should be recognized that the several member agencies have vary- 
ing degres of statutory interest in each of the many policies recommended herein. 
This report should therefore be considered as primarily reflecting, in each area 
which it covers, the views of the departments and agencies having primary 
responsibility in that area. Unless otherwise indicated, the participating 
agencies have approved these policies, and are ready to carry them out to the 
fullest extent practicable. Many of these recommended policies can be executed 
within the framework of existing statutory authority, but in some other cases 
new legislation will be required. It must also be emphasized that agencies having 
quasi-judicial and quasi-legislative functions must decide each specific issue on 
the basis of its own merits, and in accordance with applicable laws and 
procedures. 

In its preparation of this report, the committee has received the full coopera- 
tion of industry, local government, and private aviation groups. The views 
expressed by these groups have been most helpful to the committee, and were 
carefully considered prior to the adoption of the final report. 

As is evident in the committee’s report, the Federal Government has partici- 
pated extensively in the development of our civil aviation industry. In addition 
to regulating economic and safety aspects of civil air operations, the Government 
has provided basic research facilities, air navigation aids, grants for airport 
construction, direct subsidies to airlines, and various other forms of assistance. 
All of these forms of Federal support have contributed greatly to the rapid 
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growth of aviation in the past three decades. Throughout this review, a primary 
issue repeatedly faced by the committee has related to the direction and scope 
of future Federal assistance which may be appropriate in the industry’s 
further development. 

This has been a most appropriate time at which to undertake such a review 
of our basic civil aviation policies. The development already achieved by civil 
aviation has been most impressive. The committee recognizes the large poten- 
tial future growth which still lies ahead for this industry, and it is our view 
that such future development can increasingly be realized through the industry’s 
own private resources and initiative. The policies recommended in this report 
would enable the industry to continue its necessary progress, with a minimum 
of direct Federal support. 

Subject to your approval of this report, the member agencies of this com- 
mittee are prepared to move promptly to seek any necessary new legislation, 
and to take other suitable steps to translate these recommended policies into a 
positive program of Federal action. 

Respectfully yours, 
RoBerT B. Murray, Jr., Chairman 


May 26, 1954 
STATEMENT BY THE PRESIDENT 


Because the last comprehensive review of United States aviation policy was 
completed approximately 6 years ago, current guidance is critically needed by 
the aviation industry, by Government, and by the public 

On September 25, 1953, I requested that the Honorable Robert B. Murray, Jr., 
as Chairman of the Air Coordinating Committee, direct that Committee to review 
and, for my consideration, make recommendations on United States aviation 
policy. The report was prepared with the help of appropriate representattves of 
the aviation industry, local governments, and other groups directly concerned with 
aviation matters. The Committee has accomplished this task in a fashion that 
could make its report a milestone in the progress of American aviation. 

The report has been presented to me, and reflects this administration’s central 
objective in this field—to strengthen American aviation. In order to carry out 
this broad policy, the Committee has made certain specific recommendations in 
such phases of aviation as air transport routes and subsidy, air cargo, airports 
and airways, aviation safety, mobilization planning, and some aspects of air 
craft manufacturing. In each case, the Committee has been guided by the desire 
to promote the most effective Government relationship with the civil aviation 
industry and to gain the greatest public benefit from every dollar of Government 
aid expended. 

I shall use this report as a guide in the future consideration of questions re- 
lated to the subject of civil aviation and in making appropriate recommendations 
to Congress. The review is released for general distribution and information. 

Dwicut D. EISENHOWER. 


INTRODUCTION 


The unique advantages of aviation are particularly well adapted to the needs 
of our times. The capabilities of the airplane permit us to surmount our geo- 
graphical barriers and to measure intercontinental distances by hours. The 
airplane has become an essential instrument not alone for our economic develop- 
ment, but also for our defense needs and our position of world leadership. 

The role of aviation is dynamic, The versatility of the airplane is reflected in 
the many forms of activity which comprise our aviation industry. Commercial 
air-transport services, personal flying, business and agricultural aviation—all 
have become essential parts of our modern, everyday way of life. The special 
importance of aviation for military purposes is known to all. However, this 
review does not include those aspects of aviation which are entirely military. 

The public interest requires that the benefits of air transportation in all its 
forms be widely available at low cost. It also requires the progressive develop 
ment of new aviation services, taking maximum advantage of the technological 
progress of the aeronautical sciences, 

The American people have accepted the airplane as a primary means of travel. 
Within the space of one generation, aviation has become a major force in pas- 
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senger transportation, and is rapidly developing a wholly new medium for the 
swift movement of cargo within our Nation and abroad. The phenomenal 
growth of public acceptance of aviation has built a major new industry to 
strengthen further our national economy. 

This year our scheduled airlines are flying in excess of 30 million passengers 
within the United States and its Territories, and almost 3 million to and from 
foreign countries. To provide today’s great scope and volume of services our 
airlines operate a fleet in excess of 1,400 modern transport planes. This is being 
expanded by the early delivery of more than 170 additional planes, The assets 
of our commercial airlines in aircraft and supporting facilities exceed $1 billion. 
To fly and maintain this fleet, and to provide the needed services to the public, 
our airlines require the efforts of more than 105,000 highly skilled persons, 
United in labor and management, they receive wages and salaries which account 
for the largest single share of the industry’s annual operating expense of more 
than $1 billion. 

Civilian air transportation is equally vital to our military capabilities. Its 
organization, its skilled personnel, its aircraft and supporting facilities all are 
ready to provide essential logistic support to our combat forces and to maintain 
the high speed transport required by a wartime industrial effort. More than 300 
of its most efficient aircraft have been earmarked and modified for immediate 
worldwide military use if the need arises. 

Abroad, our international routes not only have provided arteries for our world 
commerce but also the tangible evidence that Americans at work are people of 
constructive achievement and good will. 

In determining policies appropriate to air transportation, it must be kept in 
mind that this is an industry affected with a public interest. The responsibility 
of the Government, however, is not to carve out some predetermined role for air 
transportation and then attempt to force the industry into such development. 
Rather, the Government must provide a general background of sound regulatory 
and promotional policies within which the industry itself will have the greatest 
possible opportunity for finding its own proper mission in competition with all 
other forms of transportation. 

Past Federal assistance has accelerated the development of this industry. 
However, we are now at the point where the industry in large measure is self- 
sufficient. The goal of Federal policies should at this time be directed to the 
development of economically healthy carriers, capable of financing with private 
resources their own continuing growth. 

If appropriately timed in relation to the industry's stage of economic develop- 
ment, the orderly withdrawal of Federal assistance can actually represent an 
important force, leading to the long-term strengthening of the industry. 

There is a large and important group of aircraft operators who live and pro- 
vide air services in almost every community in the United States. This group 
of more than a half million licensed pilots operates an active fleet of about 54,000 
airplanes of all types and sizes. Equally important are the associated ground 
services and their personnel. This large segment of civil aviation is an essential 
part of our mobilization potential for civil and military defense. It has devel- 
oped without direct financial assistance from the Federal Government. 

Private flying for sport or pleasure was once the predominant activity in gen- 
eral aviation. Significanctly, this has been surpassed in importance by increas- 
ing use of the airplane in connection with industry, agriculture, and general 
business. 

The dynamic increase in business-owned and operated aircraft is an impor- 
tant postwar development. Today, approximately 6,000 business concerns in all 
fields of industry and commerce operate more than 11,000 aircraft. 

Today, the manufacture of aircraft, including engines and equipment, ranks 
among the biggest industries of our Nation. It is so vast, complex, and diversi- 
fied that its true magnitude is not easily shown by available statistics. While 
this industry is now engaged predominantly in the production of military air- 
craft, its healthy development and that of civil aviation are closely related. 

The Government’s basic policies related to civil aviation have been reviewed 
in the light of our national objectives. In some areas of interest. there is a 
need for further review. In stating these basic policies, detailed courses of ac- 
tion have not been emphasized. Many can be carried out within the framework 
of existing laws: in other cases, new legislation will be required. 

Looking ahead, the past is prologue. Aviation must continue expanding our 
air services and their supporting base to keep pace with our economic growth 
and our responsibilities as a principal world nation. It must maintain a hard- 
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won leadership in the aeronautical sciences and assure a high level of productive 
apacity. For this great task, the resources and initiative of private enterprise 
are essential. 


AVIATION EDUCATION 


Aviation has become a dynamic force on the welfare of the Nation which, 
though increasingly felt, is but imperfectly understood by many people. Its ex- 
panding role in the life and security both of the Nation and of each individual 
makes essential that (a) a better understanding of aviation and its potential 
be developed among the general public, and (b) an adequate supply of personnel 
be assured to meet the ever-increasing demand created by aviation development. 

We can attain these basic public objectives best by a comprehensive and real- 
istic program of aviation education. This must be solidly based on the power- 
ful stimulus of youth enthusiasm; it must be properly integrated with academic 
schooling at all levels; and the education program must be broad enough to be 
informative to all segments of the public. So comprehensive a program cannot 
be the responsibility of the Federal Government alone. It calls for the united 
efforts of all government levels, the educational institutions of the Nation, the 
aviation industry, and all other organizations or individuals who can make a 
useful contribution. 

The Federal Government can contribute substantially in leadership to a na- 
tional education program for aviation. 

The Department of Health, Education, and Welfare, through its Office of Edu- 
eation, is the Federal agency concerned with public education in the United 
States. At the national level, the Office of Education, assumes leadership in de- 
termining needs and preparing, collecting, and distributing materials and co- 
ordinating advisory services for all phases of aviation education. The Depart- 
ments of Commerce, Defense, other agencies, and industry are the sources of 
aeronautical information; and the Office of Education works out the manner 
of its presentation on sound educational principles. Thus, educational institu- 
tions have access to the most worthwhile and current information available. 
Federal aviation education programs recognize the constitutional authority of 
the various States to determine and administer all programs of public education. 

The Civil Aeronautics Administration contributes to aviation education and 
information by distributing aviation studies, statistics, technical manuals, tech- 
nical displays, answering all inquiries, and engaging in other similar activities. 
These activities in support of aviation education should also be directed toward 
programs to increase the participation of American youth in the various fields 
of aviation. 

The Department of Defense has inherent responsibilities for aviation educa- 
tion of its reserve and auxiliary components. Examples of programs being 
earried out under this responsibility are special aviation education courses for 
military personnel being conducted in colleges and universities. There are also 
such youth programs as the Civil Air Patrol cadets, under Air Force sponsor- 
ship; and the model-plane programs for high-school boys conducted by the Navy 
Department. 

1. It is the United States policy to capture and hold the interest of the youth 
of America in aeronautics and the aeronautical sciences through a dynamic na- 
tional program to stimulate active participation in all aspects of aviation. 


AtR TRANSPORT 
SUBSIDY 


When the present airline-subsidy program was started in 1938, the air trans- 
portation was an infant industry. Safety and regularity were relatively poor. 
The scope of operations was small. Competitive impact on other forms of trans- 
portation was minor. In 1938, domestic air-passenger traffic was only about 5 
percent of the level of rail pullman traffic. The fleet of all domestic scheduled 
airlines consisted of only 260 planes, of which more than half were smaller than 
the DC-3. 

Moreover, the industry had recently gone through a period of considerable in- 
stability, and its financial position was weak. The units comprising the air- 
transportation systems were not sufficiently strong, nor was the public accep- 
ance of air transportation sufficiently developed to attract the financial support 
necessary to permit the rate of growth needed in the public interest. 
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To meet this situation, Congress authorized a subsidy program of liberal con- 
cept. Under this program, subsidy could be provided to meet financial needs 
experienced by the carriers under “honest, economical, and efficient manage- 
ment.” In effect, the Government indicated that it stood prepared to take on 
a major part of the economic risks normally borne by private management. 

Since 1938 the industry has made great technical and economic progress. 
Domestic air-passenger traffic has expanded thirtyfold. From its original minor 
share of the first-class-travel market, it has now reached a level of about 85 
percent in excess of rail pullman traffic. For some years, the largest airlines 
have outranked the largest railroads in gross passenger revenues. In view of 
this progress, it is appropriate to reconsider the subsidy concepts of 1938 in the 
light of the industry's present position and future outlook. 

While air transportation is not yet fully developed, it surely can no longer be 
regarded as an “infant industry.” It has by now reached a stage of economic 
maturity where an adequate future rate of development is no longer primarily 
dependent upon Federal subsidy assistance. Federal subsidy support is, of 
course, still required to supplement private resources to assure the provision of 
some particular services. In formulating sound future subsidy policy, it is 
necessary to recognize the different position of domestic and international oper- 
ations. Domestically, a major part of the trunkline industry has shown its 
capability to operate without subsidy. Furthermore, with suitable strengthen- 
ing of the industry’s route structure and organization, the basic economic po- 
tential now exists to permit a greater degree of self-sufficiency than has thus 
far been achieved. Internationally, special operational and other factors may 
require continued subsidy for some time to come. 

While recognizing the continued need for subsidy of some existing and some 
possible future services, the Federal Government should, at this time, move as 
rapidly as possible to terminate eligibility for subsidy for any segments of the 
industry which are now, or can readily be made, self-sufficient. 

Basic principles for future subsidy policy.—The national interest in promoting 
air transportation must take account of the parallel national interest in the ade- 
quacy and econemic soundness of all forms ef transportation. This principle has 
assumed increasing importance as air transportation itself has grown in size 
and in competitive impact. In the long run the public can best be assured of 
maximum economy and efficiency of the overall transportation system if each 
form of transportation is required to compete with other forms on the basis of 
inherent service advantages and true economic costs. 

1. Airline subsidy policy must be properly related to overall transportation ob- 
jectives. 

Duration.—Subsidy limited to a temporary, developmental period can yield 
important benefits for the public interest, without long-term distortion of com- 
petitive relationships with other forms of transportation. During a develop- 
mental period there can be justification for artificially sustaining prices at com- 
petitive levels, provided that such levels are reasonably related to attainable 
future costs. With few exceptions, present air services were authorized initially 
in the expectation that their subsidy need would, in fact, be of temporary nature. 
Where actual experience demonstrates that a given operation has no reasonable 
prospect for economic self-sufficiency in the foreseeable future, the Government 
must withdraw its support unless there are compelling public interest considera- 
tions to the contrary. 

In some cases (mainly in international operations) it may be necessary to 
continue subsidy for an indefinite period to preserve a service which is essential 
in the national interest and which cannot be provided feasibly on a nonsubsidized 
basis However, in each case it must be very carefully considered, not only 
whether the service itself is sufficiently essential to justify inde“nite Federal 
support but also whether the service can be rendered by other United States 
carriers with less or no subsidy. 

2. In keeping with overall transportation objectives, airline subsidy should, so 
far as possible, be limited to strictly temporary aid, designed to develop needed 
services which could not progress at an adequate rate without Federal Support. 

Just as surface transportation played a major role in the internal development 
of this country, aviation now links the United States to its outlying territories 
and to the major economic and political centers of the free world with a system 
of swift, dependable transportation. The timesaving advantages of aviation 
are relatively greatest in the long overwater distances of international trana- 
portation. The needs of commerce, foreign relations, the postal service, and 
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defense attach a high degree of national interest to the development and main- 
tenance of adequate United States-flag services on extensive international routes, 

The attainment of self-sufficiency will probably be retarded in international 
operations for many reasons beyond the control of the industry or the Govern- 
ment. It is particularly important therefore to keep international subsidy re- 
quiremnets as low as possible through the development of the most economic 
route pattern and the avoidance, or elimination where it now exists, of unecono- 
mic competition between United States-flag services 

3. It is recognized that foreign competition and other special factors will 
probably prolong the period during which subsidy will be required for interna- 
tional air-transportation operations. 

Every form of transportation involves services which have varying degrees of 
economic strength. Normally, however, in forms of transportation where subsidy 
is not available, the carriers themselves support their unprofitable services 
through earnings derived on their profitable routes. This is consistent with the 
normal public utility concept in which the furnishing of needed but unprofitable 
service is part of the obligation assumed by a carrier in exchange for the franchise 
it receives on its more profitable routes. 

The Government’s main interest in subsidizing air transportation is to assure 
service adequate for the public and national interests rather than to preserve 
any individual carrier. Consequently, it would be unsound to provide subsidy 
indefinitely to support independent operations of uneconomical scope or character 
if the service in question can be provided adequately, and without subsidy cost, 
as part of a stronger route system. 

The construction of route systems which combine strong and weak segments 
will spread to the less mature areas of air transportation the benefits attained 
as the result of years of subsidy support in the more established markets. As a 
corollary to this policy, the economic strength of the more established markets 
must be preserved to help support less economical services and must not be dis 
sipated by the operation of excessive competitive service. 

4. Where the public interest requires the continued maintenance of uneconomi- 
eal services, increased emphasis should be placed upon the inclusion of such 
operations within route systems that are capable of absorbing their cost without 
subsidy. 

Withdrawal of subsidy support.—Under the Civil Aeronautics Act, a carrier 
remains potentially eligible for renewed subsidy even after it has achieved 
self-sufficiency and has currently stopped receiving subsidy payments. There is 
no sound reason why air transportation, any more than any other industry in 
the Nation’s economy, should enjoy permanently the contingent protection against 
future loss that is afforded by this eligibility to seek resumed subsidy payment. 
Such protection is not conducive to maximum vigor and economy of the industry’s 
management and may, in fact, retard the long-term progress of the industry. 

To ease the transition to a subsidy free status for air carriers, temporary 
financial relief including loans, loan guaranties, or other interim measures 
may be justified in lieu of outright subsidy grants to meet situations in which 
these carriers face temporary financial difficulties, and are unable to obtain 
private credit on reasonable terms. 

5. When any carrier or group of carriers achieves the basic capability for 
sustained self-sufficiency, it should be removed from the protection of subsidy 
eligibility. 

The Government must have sufficient flexibility to adjust its subsidy program 
to current conditions and to withdraw subsidy support where it is no longer 
warranted in the national interest. The Government should not be obligated 
to furnish subsidy indefinitely merely because a route certificate remains in 
force. 

A substantial part of the existing domestic route pattern was automatically 
certificated in 1938, under the grandfather clause, without review of its eco- 
nomic justification. Conditions affecting a given route may prove in actual 
experience to be vastly different than originally contemplated when the certifi- 
eate was first issued. The public use of the service may be very much lower, 
and subsidy cost much higher, than initially anticipated. A given route structure 
may prove less suited economically to more modern equipment. In international 
operations, foreign-flag competition has increased substantially. For these or 
other reasons, actual operations may generate a subsidy cost that is dispro- 
portionate to the benefits, even though the subsidy support of the route may 
have seemed justified when first authorized. Under such circumstances, con- 
tinuance of susidy support would not be in the national interest. 
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Equity to the carriers requires that this principle be applied in a reasonable 
and orderly manner. Subsidy support should not be withdrawn abruptly, or 
before a carrier has had a reasonable developmental period within which to 
demonstrate its ability to operate on a self-sufficient basis. 

6. The existence of a route certificate should not in itself obligate the Govern- 
ment to continue subsidizing a service if it is determined that the cost has 
become disproportionate to the public benefits. 

The problem described in the preceding paragraphs can be minimized in the 
future if the decision to authorize a route includes a limitation on the amount 
and duration of subsidy to be provided for such operation. It would thus be 
made clear that the route is considered justified, provided its cost to the Gov- 
ernment does not exceed the specified amount. In the event that it becomes 
clearly impossible for the carrier to survive with that amount of subsidy, it 
would then be necessary to apply for reconsideration of the route certificate 
itself. That would provide the Government an opportunity to decide, on the 
basis of current conditions, whether the public interest in the route is sufficient 
to justify the higher level of subsidy cost. 

7. In the future, the Government’s maximum committment for subsidizing any 
new or renewed route should be limited, both as to amount and duration, at the 
time the route authorization is granted. If it becomes impossible for a carrier, 
within its authorized subsidy, to provide the service for which it was certifi- 
ated, it would then be necessary for such carrier to seek reconsideration of its 
route certificate. 

Legislation should provide a basis for a more effective budgetary review of 
this program by the President and the Congress. Such review should consider 
only the general level and direction of the program, and should leave the Civil 
Aeronatuics Board free to administer the authorized subsidy level in accordance 
with the quasi-judicial procedures of the Civil Aeronautics Act. 

If such annual budgetary review were to result in year-to-year uncertainty 
regarding the subsidy available to each individual carrier, the consequent insta- 
bility would adversely affect the carrers’ opportunity to strength their opera- 
tions. The techniques for reconciling effective budgetary control with a 
reasonable stability of subsidy support need to be carefully explored. 

One possible method would be the administration of subsidies in the form of 
fixed-term contracts, in which the Board would specify the maximum amount 
of the Government’s subsidy commitments. The President and the Congress 
could then control, through the normal budgetary process, the total level of 
contractual authority available to the Board. 

8. Legislation should provide a basis for the more effective control by the 
President and the Congress of the aggregate level of subsidy, while at the same 
time assuring, individual carriers of reasonable stability of subsidy support 
during their period of subsidy eligibility. 

The present time is appropriate for the adoption of a positive program for 
the orderly transition of the domestic industry to a self-sufficient basis. There 
are a number of factors which support this conclusion. Reference has already 
been made to the phenomenal growth and economic development achieved by 
this industry under the promotional programs which have been in effect for 
the past 16 years. There has been a sufficient period of actual operating 
experience to point up the underlying economic characteristics of air transporta- 
tion, and to determine the types of adjustments that are needed to secure the 
maximum economic strength in the system. 

We believe that reduction of subsidy assistance at this time will provide the 
most effective stimulus for the type of industry adjustments and operating econ- 
omies which are needed to strengthen the air-transport system. Many of the 
actions which are required, such as mergers between carriers, must be accom- 
plished by the carriers themselves. So long as subsidy protection is available 
to the industry, it will have a dampening effect on industry incentive to take 
needed corrective measures. 

9. Schedules should immediately be established for the orderly reduction, and 
withdrawal where appropriate, of domestic air carrier subsidy support. 


ROUTES 


When the Civil Aeronautics Act of 1988 was adopted the primary interest of 
hoth Government and industry was to establish air transportation as an accepted 
part of the Nation’s transportation system. In subsequent years the industry 
has grown in response to the public needs and developed the potential of air 
transportation markets. This development has been assisted by substantial 
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subsidy support from the Government. Now that long-haul air traffic is capable 
of sustaining self-sufficient airline operations, it is appropriate to review the 
industry’s present status and to adopt route policies consistent with its further 
development. 

General standards for the development of air route patterns.—A carrier’s 
route structure and the amount and type of competition it faces are important 
factors determining its economic health, potential growth, and its hope for ulti- 
mate self-sufficiency. The most excellent of managements operating the most 
superior equipment cannot create revenues or development of traffic beyond the 
inherent capacities of the system certificated to it. 

While progress has been made in bringing about stronger domestic route sys- 
tems through the collective action of Government and industry, further improve- 
ment is necessary. Under present air route patterns, it is clear that certain 
carriers cannot be expected to move further along the road to self-sufficiency, or 
aggressively to promote the development and expansion of air transportation in 
the markets they serve. Their handicap in terms of financial strength, the pro- 
ductivity of their routes, and the costs at which they can operate is too great 

In air transportation—granting efficient management—the volume of traffic, 
the average distance between stops, the length of the total trip, and the density 
of the traffic routes are the important factors affecting unit costs. Only an 
industry composed of reasonably strong systems can provide the benefits of effec- 
tive competition. 

1. It should be the continuing policy of the Civil Aeronautics Board to adjust 
and develop air routes with the objectives of achieving a self-sufficient air 
transportation system made up of units sufficient in economic strength to meet 
present national needs and be prepared for sound growth and modernization. 

Long-range, modern aircraft not only permit the extension of high speed, non- 
stop operations, connecting points increasingly distant, but their proper exploita- 
tio requires the support of terminals generating long-range high load factor oper- 
ations. Consequently, the technological demands of the aircraft available at any 
given time are factors in shaping effective route patterns and may for some future 
period require adjustments of existing route authorizations to permit the maxi- 
mum benefits to commerce, industry, and the national defense at the lowest 
practicable costs. 

With primary reference to domestic operations, the facilitation of high speed, 
long-range nonstop operations must of course not be accomplished at the cost of 
neglect or substantial impairment of services to intermediate points. There is 
no one solution to the probiem of how best to provide area air transportation 
service, no obvious or immediately applicable formula. The final system may 
require many separate steps for its accomplishment, including the development 
of appropriate aircraft for short-haul operations. It is recognized that the solu- 
tion will in some circumstances require that long-haul trunkline carriers be 
assigned responsibility for providing services to additional intermediate points, 
and that they must be required to meet their responsibility for maintaining ade- 
quate service to all certificated points. In other cases, however, the solution 
may be service by self-sufficient area carriers. It is therefore necessary for the 
industry and the CAB to judiciously evolve the best means of assuring adequate 
service to small terminals and metropolitan centers. 

2. Air route pattern development must take into consideration the advantages 
represented by continued technological progress in the field of aircraft design 
and performance. 

Domestic trunk airlines.—At present, statistics of the CAB indicate that the 
bulk of the trunkline industry is operating without direct Federal subsidy. In 
19538, direct subsidy was provided to only the 3 smallest trunklines, which ac- 
counted for less than 5 percent of total trunkline traffic. In terms of its inherent 
economic characteristics, air transportation of trunkline nature has at this time 
the basic economic strength to permit sustained self-sufficiency. As now organ- 
ized, however, the industry is not in a position to take full advantage of this 
inherent strength. 

One of the main problems stems from the size and route patterns of the small- 
est trunklines and some of the medium-sized lines. Efficient airline operation 
requires a route system of adequate size and traffic density to permit effective 
utilization of modern high-speed, high-capacity equipment. Significantly, the 
smaller trunklines have been dependent upon subsidy during their entire history 
of operation. Others, while presently operating on service rates, would have 
difficulty in sustaining such operations under adverse economic conditions with- 
out subsidy assistance. The most effective solution for these carriers can be 
found through their merger into larger and economically stronger systems. 
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The Civil Aeronatics Board should encourage the development of suitable 
combinations of such carriers which would result in a smaller number of system 
capable of self-sustained operations under adverse economic conditions. Even 
though the number of carriers were thus reduced, the greater strength resulting 
from merged operations would actually increase the keenness of competition 
within the industry. 

3. Plans should be developed for consolidation of trunklines into a more lim- 
ited number of systems capable of self-sufficient operation while carrying their 
fair share of uneconomical and developmental service. 

The present trunkline route pattern is highly competitive While it is im- 
portant to have enough competition to assure the aggressive promotion of serv- 
ices needed by the public, there is a point of diminishing returns beyond which 
competition can be self-defeating. Healthy, financially independent carriers can 
provide the public with better service—and more effective competition—than a 
larger number of marginal carriers. 

For the long-term economic stability of the industry, efforts should be made 
by the carriers and the Government to determine and correct any clear cases 
of uneconomical duplication of service. In the consideration of new route appli- 
cations, particular care should be taken to avoid further duplication of service 
in the absence of proven substantial public need. 

4. The operation of uneconomic competitive services should be avoided or 
eliminated. 

Positive action, within the framework of sound route policies, can place the 
trunkline system in a position where further subsidy support should no longer 
be necessary. The Government should give all possible encouragement and 
assistance along these lines, while making it very clear that the industry itself 
has a primary responsibility for taking needed corrective action. In keeping 
with the general principles set forth previously, the Government should expedite 
the route adjustment program, in the light of the schedule to be established for 
the orderly withdrawal of subsidy eligibility from trunkline operations. 

5. The program of route adjustments and mergers should be expedited in 
the light of the schedule to be established for the orderly withdrawal of subsidy 
from trunklines. 

Local service airlines.—The pattern of local air service was established on an 
experimental basis, principally in the period immediately following World War 
II. Almost all of the local services have now been in operation for 4 years or 
longer ; one has been in operation for approximately 8 years. During this period, 
approximately $100 million in subsidy has already been provided for the support 
of these operations. 

While there is considerable variation among individual local service carriers, 
and some have a significantly better record than the industry average, the eco- 
nomic experience of such operations has in general failed to live up to the origi- 
nal expectations. Many of the feeder carriers have shown only limited progress 
toward self-sufficiency. For the feeder segment as a whole, subsidies in recent 
years have represented roughly half of total operating revenues. 

The basic economic problem of local service operations stems from the under- 
lying character of their routes, which generally have low traffic density, and 
involve short-haul operations, with high operating costs and a difficult competi- 
tive problem in relation to surface transportation. Various steps can be taken 
to improve the economic position of local service operations. In particular, 
routes should be promptly amended to eliminate points which have demonstrated 
an inadequate traffic potential to justify scheduled air service. There may also 
be some opportunities to develop improved route systems through mergers between 
local carriers, or between local and trunk carriers. The carriers and the Govern- 
ment should give immediate attention to corrective action along these lines. 

With such adjustments, the carriers should be required to meet a definite 
schedule for an orderly, phased reduction and eventual elimination of subsidy 
support. In the absence of exceptional circumstances, if any local service earrier 
does not continue to make significant progress toward self-sufficiency, in accord- 
ance with such schedule, such carrier’s operating authority should be terminated. 
In such case, provision should be made for the continuation of such portions of 
the service formerly provided by it as are clearly required to meet the public need, 
through transfer to another carrier capable of providing the service without 
cost or at substantially reduced cost to the Government. Increasing emphasis 
should be placed upon the responsibility of carriers possessing strong routes to 
provide needed service on weak routes. 

Such termination of the certificate authorization of a carrier should be ac- 
complished in an orderly manner, and with provision by the Government for the 
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reasonable costs necessarily incident thereto under honest, economical, and ef- 
ficient management. 

6. The route structures and certificates of the various local service carriers 
should be adjusted to provide the maximum opportunity to improve their economic 
position, within the general scope of their intended type of operation. Where 
continued and significant progress toward self-sufficiency is not demonstrated 
by a local service carrier, its operating authority should be terminated in an 
orderly fashion. To the extent that the services formerly provided by it are 
clearly required to meet a public need, such services should be furnished by 
another carrier capable of providing the service without cost or at substantially 
reduced cost to the Government. The program of route adjustments should be 
expedited in the light of the schedule to be established for an orderly phased 
reduction and eventual elimination of subsidy support for the local service car- 
riers. 

Overseas and international airlines.—-Services to and within the territories 
should be carefully reviewed to eliminate uneconomic duplicate service. This 
review should also determine whether the economics of territorial air transpor- 
tation can be improved, and the service better adapted to the needs of the Terri- 
tories and contiental United States, by consolidation of individual units into 
stronger systems. 

The President and the Civil Aeronautics Board have an opportunity to perform 
such a review in pending proceedings embracing service between the continental 
United States and its Territories and within such Territories. 

7. Because of the distances involved and lack of adequate high-speed surface 
transportation, United States Territories are dependent upon air transportation 
for rapid communication, but in many instances are unable to support self-suffi- 
cient air-transport operations. Under these circumstances, uneconomic duplica- 
tion in services must be avoided or eliminated. 

The broad national interest aspects of United States policy in the establish 
ment and extension of international routes of United States-flag carriers neces- 
sarily influence route decisions in this area. Service by a United States-flag car- 
rier on a certain route may be justified on one or more of the various factors 
which constitute the national interest, and may not be self-supporting. 

In large part, the present international route pattern was established in the 
“urly postwar period, at a time when there was relatively little experience with 
the economic characteristics of international air service. At that time, it was 
not generally expected that foreign-flag operations would provide the degree of 
competition which has actually developed. It was therefore thought necessary to 
certificate competitive United States-flag operations for the purpose of assuring 
adequate attention to the needs of the traveling public and development of effi- 
cient and economical service. 

Actual financial experience of international operations has proved to be con- 
siderably less favorable than was orignally anticipated. In all areas, the inten- 
sity and effectiveness of competition has greatly increased. On some routes, traf- 
fic has not developed sufficiently to support economical frequency or load factors. 

As a general policy, it is desirable in the public interest that competition be- 
tween United States-flag carriers be maintained in areas where traffic is suffi- 
ciently dense so that competition can be economically supported. However, 
where such is not the case, it is difficult to justify subsidy expenditure in terms 
of the public benefits to be derived. Under the present pattern of United States- 
flag international operations, no general improvement in the dependence on sub- 
sidy support is anticipated in the foreseeable future. In view of this fact, and 
the continuing increase in the effectiveness of foreign competition, it is necessary 
at this time and continuously to review most critically the justification for main- 
taining the present pattern of competition between United States carriers on 
international routes. 

8. National interest factors require that many international routes be main- 
tained despite subsidy requirements. Route decisions in this area should recog- 
nize the necessity of avoiding or eliminating uneconomic duplication of service 
between United States carriers. 

Helicopter services.—At present, approximately $2.5 million annually is being 
spent for the support of three experimental holicopter services. At the present 
stage of helicopter development, the subsidy cost is high in relation to the amount 
of service provided the postal service and the public. It is hoped that subsidy 
cost can be reduced in the future when new types of transport helicopters (now 
being developed for the military) become available for commercial operation. 
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It is desirable at this time to continue a limited experimental program of heli- 
copter services. However, it would be premature and unnecessarily costly at 
this stage of helicopter development to expand helicopter services on a subsidized 
basis. 

9. A limited subsidized experimental program for the purpose of developing 
operational experience in the provision of commercial helicopter services should 
be continued. Other future technological developments similarly may justify a 
limited subsidy development period in the national interest. 


GOVERN MENT USE OF ATR SERVICES 


The Federal Government is the Nation’s largest single user of transportation. 
Its agencies should be governed by sound principles of traffic and supply manage- 
ment including the acceptance and use of air transportation. 

While some Government agencies, particularly the Post Office and the military 
services, are making extensive use of commercial air services, all agencies should 
take increased advantage of the benefits they afford. They should be responsive 
to better service when it is made available by the airlines and should purchase 
airlift as a routine matter when it is advantageous in the conduct of Government 
business. 

1. The agencies and departments of the Federal Government should review 
continuously their procurement, distribution, and transportation policies and pro- 
cedures to enable the Government to obtain the economic advantages of reliable 
air transportation services as it is made available. Government agencies and 
departments should lead, not follow, in the general acceptance of air transport 
as a common or routine method of transportation. 

2. Wherever possible, Government travel abroad on commercial planes should 
be on United States-flag carriers. 

For long-range mobilization planning purposes, there is virtually an unlimited 
requirement for the expansion of transport airpower. The programed expan- 
sion of military air transport is, however, limited by appropriations, and overall 
military plans for their expenditure. It is not in the public interest to buy and 
place in storage a huge fleet of military transport aircraft in anticipation of an 
emergency. 

The Department of Defense can and should continue planning the extent to 
which its wartime requirements must be met by military air carriers and to what 
extent the remaining requirements will be met by commercial air carriers. 

3. In determining the extent to which civil air transportation will be used 
in meeting military peacetime and wartime airlift requirements, the Depart- 
ment of Defense should continue its policy not to engage in competition with 
private industry, and to support the expansion of the Nation’s civil airlift capa- 
bility on an economically sound basis. 

We believe the Government shipper should be governed generally by the same 
traffic management criteria that govern a commercial enterprise when selecting a 
commercial carrier, recognizing, of course, that a Government agency must often 
base its decision on factors in addition to business economies. Other factors 
being equal, Government traffic should be equitably distributed among these car- 
riers who are willing, able, and legally authorized to perform the service re- 
quired. The Government should, to the greatest extent practicable, adjust its 
use of air transportation so as to use existing unutilized capacity of United 
States air carriers. 

The Government, like the private shipper, is entitled to obtain from the trans- 
portation industry a recognition of the transportation cost economies that re- 
sult from large-volume shipments. But no large-volume consumer of transpor- 
tation, private or Government, should be permitted to use its economic bargain- 
ing potential to generate unfair or destructive competitive practices within the 
transportation industry. Similarly, carriers should not be free to adjust their 
rates indiscriminately without regard for their operating costs or the public 
interest which they serve. 

4. Government agencies will not use their economic power to exact unwar- 
ranted price concessions from commercial air carriers. It is mandatory that our 
regulatory agencies exercise their economic controls in a manner necessary to 
safeguard the interests of shippers: fair, economic treatment of the carriers; 
and the overall national interest in sound air transport development. 
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NONSCHEDULED AIRLINE OPERATIONS * 


Section 416 of the Civil Aeronautics Act authorizes the CAB to exempt air 
carriers from economic provisions of the act, including the requirement to ob- 
tain a certificate of public convenience and necessity. Such exemption may be 
established upon a finding by the Board that the enforcement of the act’s eco- 
nomic provisions would “be an undue burden on such air carrier or Class of air 
carriers by reason of the limited extent of, or unusual circumstances affecting, 
the operations of such air carrier or class of air carriers.” Shortly after the 
act took effect in 1938, the Board issued a general exemption order covering air 
transport services of a nonscheduled nature. When this order was first issued, 
the exempted transport services were “nonscheduled” in the literal sense of the 
word. They consisted mainly of occasional aerial taxi flights conducted by fixed 
base operators, using small aircraft. 

Following World War II, there has been a drastic change in the scope and 
character of operations conducted under the “nonscheduled” exemption order. 
This change has come about mainly in connection with the development of the 
“large irregular” carriers—that is, those operating planes of transport size. 
Two principal types of service are provided by the large irregular carriers: (1) 
plane-load charter services in either contract or common carrier operations; 
and (2) air-coach service, provided to the general public on an individual pas- 
senger basis. The air coach services have been operated mainly along a few 
principal routes, with varying degrees of regularity. The most controversial 
issues in connection with the exemption order have arisen in connection with 
this route-type operation. 

Exempted from the normal requirement for specific route certificates, the ir- 
regular carriers’ operations depart from the “controlled entry” principle of the 
Civil Aeronnauties Act. A basic policy issue, therefore, is whether this principle 
of controlled entry remains sound for the air-transportation industry at this 
time, and if so, how it should be applied to the type of operation conducted by 
the irregular carriers. 

Regulatory control over entry into air transportation.—The Civil Aeronautics 
Act was passed after a period of considerable instability within the air-trans- 
port industry. One of its primary purposes was to establish a basis for the in- 
dustry’s orderly development, within a framework of Federal regulation. The 
affirmative intent of the act was to establish a pattern of controlled entry in this 
field, with new services to be authorized only upon a finding by the CAB that 
they are required by the “public convenience and necessity.” 

The principle of controlled entry is widely applied in other forms of trans- 
portation, as well as in other types of public utilities. In all of these fields, as 
in air transportation, it has been found that the public interest requires a pat- 
tern of regulatory control, to assure the maintenance of sound economic condi- 
tions, capable of supporting on a stable basis an adequate level of essential 
public service. 

Like other forms of transportation, air transportation is characterized by a 
wide variation in the profitability of individual routes and stations. Some 
routes are capable of supporting prefitable operations; other routes are mar- 
ginal: and still others are inherently unprofitable. In keeping with the normal 
public utility concept, certificated carriers have a statutory obligation to main- 
tain all authorized services needed by the public on both strong and weak routes. 
Carriers cannot abandon service without governmental approval, and they can 
be compelled to expand service where needed. If carriers are to provide the 
full scale of service needed by the public with minimum reliance on Federal 
subsidy, they must be able to earn sufficient profits on strong routes to offset 
losses on weak routes. 

This basic obligation to maintain service can be meaningfully enforced only 
if entry into the business is controlled. It would be unrealistic to force a given 
carrier to continue serving all of its points (including the unprofitable ones) 
if at any time it could be subjected to competition by a new carrier entirely free 
to serve only profitable points. Under such circumstances carriers would natu- 
rallv tend to concentrate their operations on profitable routes with a consequent 
decline in the quality and volume of service on more marginal routes. The 
broad national interest in having adequate air transport service, wherever 
needed, would inevitably suffer under such a situation. 





1The Civil Aeronautics Board abstained from participation on this subject because of 
direct applicability to cases now before it. 
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For the above reasons, it would be unsound to have a completely unrestricted 
right of entry in air transportation; it would be both unsound and inequitable 
to maintain a dual regulatory standard, in which some carriers are required 
to adhere to certificated obligations, while other carriers are free to provide 
competitive service without such obligations. 

Federal subsidy policies for the development of civil air transportation fur- 
ther emphasize the importance of controlling entry into the business, Only by 
maintaining sound economic conditions within the industry can the Govern 
ment discharge its public obligation to minimize subsidy expenditures. 

1. The input of the Civil Aeronautics Act, to establish a pattern of controlled 
entry with regard to common-carrier air transportation, is still sound. 

Kremption authority —While the Civil Aeronautics Act provides in section 
ions from certain provisions of the act, it is 


iti« 





416 a basis for exempting oper: 
clear from the language of this section itself that this exemption authority was 





intended to meet special situations, and not to serve as the basis for a large- 
scale departure from the “controlled entry” principle. Thus, that section refers 
to situations of “limited extent” or “unusual circumstances” where an “undue 
burden” would result from the normal enforcement of the act’s economic pro- 
visions. This exemption authority should not be used to authorize noncertificated 
operations of significant scope, particularly where such operations are com- 
petitive in nature with services authorized under regular route certificates. 

It is unnecessary to resort to the exemption authority merely because a given 
operation represents a new type of service, or one which is small or experimental. 
Such services can be adequately handled through the normal certification process, 
as evidenced by the temporary, experimental route authorizations actually 
granted by the Board for local service operations, all-cargo routes, a “packaged 
tour” operation, and helicopter services. It is significant to note, in this con- 
nection, that many of these certificated services are much smaller in scope than 
are some of the operations now being conducted on a noncertificated basis under 
the nonscheduled exemption order. 

2. The exemption authority of section 416 of the Civil Aeronautics Act should 





be used only in limited and exceptional circumstances and should not be used as 
the basis for any significant departure from the controlled entry principle. 

The aerial taxi services originally covered by the 1938 exemption order 
were literally nonscheduled, and truly supplemental to the regularly certified 
route system. The concept of “nonscheduled” lost its real significance, however, 
when it was applied after the war to large-plane operations, available to the 
general public on an individual passenger basis. The basic need in this general 
passenger market is for reliable service, operated on convenient schedules, and 
maintained at an adequate level in off-peak as well as peak periods. A non- 
scheduled service (entirely devoid of regularity) is not suited to the maximum 
convenience of the traveling public in the individual passenger market. More- 
over, from the standpoint of the operator, a nonscheduled service in this market 
would involve economic difficulties, because of the problem of generating plane- 
loads of individual passengers at points served only sporadically. 

Most of the route-type noncertified carriers have come as close to a pattern 
of regularity as could be accomplished within the terms of the CAB's exemp- 
tion order and some have gone beyond that point. The economic pressure to 
operate with some degree of regularity has, of course, given rise to serious 
regulatory difficulty in defining and enforcing a meaningful standard of non- 
scheduled service. 

One further point should be noted. Even though an individual carrier were 
to rotate his operations among several routes so as to remain nonscheduled on 
any one of them, there could still be an overall pattern of regularity for the 
noncertificated group as a whole. In terms of the total impact on the air trans- 
port system, this cumulative pattern of regularity is at least as important as 
the question of whether the individual carriers are respectively staying within 
the regulatory definition of ““nonscheduled.” 

In view of the above considerations, it appears that the concept of “non- 
scheduled” does not provide an appropriate basis for exempting from normal 
economic regulation the route-type operations of the large irregular carriers. 
Further attempts to delimit the nonscheduled concept by tightening the stand- 
ards of allowable frequency of service seem unlikely to suive the basic underly- 
ing problem. Instead, the Government should adopt a firm policy against any 
general exemption status for common carrier transportation provided to indi- 
vidually ticketed passengers on large transport planes. 

8. The concept of nonscheduled services does not provide a meaningful basis 
for exempting route-type passenger services from the normal certification re- 
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quirement. In the future, there should be no general use of tne exemption 
authority as a basis for authorizing common-carrier transportation to individu 
ally ticketed passengers on large transport planes 

Future role of irregular carriers.—Some operations of large irregular carriers, 
such as bona fide charter and contract operations, can and do provide services 
which are supplemental to those authorized by regular route certificates This 
is a specialized market, the needs of which can best be met by a flexible type 
of service free to operate without re 

There appears to be a valid role which the irregular carriers Can fill in this 
specialized market. It is appropriate for the Government to encourage the 
development of this specialized market not only to meet the normal peacetime 
needs for such service, but also because of the potential defense value which 
can be derived from such flexible supplemental airlift capacity not committed 
to any fixed services. It will be important to establish regulatory standards 
which will assure that irregular operators remain in the area of operation whet 
they can provide a service supplemental to that authorized under regular-route 
certificates. 

To encourage sound economic conditions within this segment of the industry 
it is desirable to establish some form of specific certification process covering 
the operations of the large irregular carriers. Such a certification procedure will 
provide an opportunity for the CAB to pass upon the fitness of prospective irreg 
ular operators in terms of their ability to provide safe and financially responsible 
operations, and to pass upen the public need and justification of their proposed 
services. Prospective irregular operators should be required to demonstrate 
adequate financing, the availability of suitable experienced personnel, and other 
characteristics normally reviewed by the CAB in determining fitness, willingness, 
and ability of applicants. 

The very nature of the specialized market for irregular-type airlift requires 
that any certification arrangement in this field provide the greatest possible 
flexibility in terms of areas to be served. Accordingly it will be desirable to 
adopt a basically new type of certificate which would assure the carriers an 
essential degree of flexibility of geographical coverage 

In international, as in domestic operations, there is a valid role which can 
be filled by truly charter services. However, special problems will have to be 
explored in this field with regard to defining the scope and character of such 
services, and the manner in which international traffic rights covering such 
services should be exchanged. It must be recognized that any rights obtained 
for United States operators may have to be accompanied by the grant of reciprocal 
rights to foreign charter operators 

Under the present act, the CAB has economic regulatory jurisdiction only 
with respect to common-carrier services. Accordingly, contract carrier opera 
tions can now be conducted without any CAB regulation as to the extent or 
character of service, rates charged, or other economic aspects of operation 

In the charter field, the line of demarcation between common and contract 
carriage is not always clear cut. For reasons stated above, it appears desirable 
to retain economic regulatory control over charter operations, and accordingly 
it is recommended that the act be amended to extend the Board’s economi« 
authority so as to cover contract carriers 

4. Those operations of the large irregular carriers which represent a supple 
mentary type of service, such as bona fide charter and contract operations, should 
be encouraged, A new type of certificate should be developed for such operations, 
providing suitable flexibility in terms of areas to be served. 

5. Irregular operations now conducted with small aircraft present no serious 
regulatory problem under their present exemption status and there appears to 
be no need for changing this status. 


ference to fixed routes or schedules 


MOVEMENT OF MAIL BY AIR 


The United States has provided scheduled airmail service to the public for 
more than 35 years. It began with the Government operating its own equipment 
and was continued by the Post Office Department until civilian firms became 
convinced that it was sufficiently practical to warrant private investment and 
operation. Airmail was the foundation on which we built our basic commercial 
air transport system. 
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Domestic postage rates on airmail have been changed 14 times with a view 
to making an attractive postage rate to the patrons of the service consistent with 
the facilities available and costs incurred. , 

The Post Office Department recently started an experimental program of 
transporting first-class surface mail by air in an effort to improve its service to 
the mailing public. This is done where there is prospect of improving efficiency 
of mail service without appreciable increase in transportation costs. 

The United States has in general followed the practice of routing international 
mail on the most expeditious schedules available, including both schedules of 
United States air carriers and foreign air cariers of countries following the 
same policy. Foreign airlines are paid for the carriage of United States mail 
at rates established by the Universal Postal Union. 

1. The United States should continue to encourage and develop the fullest po- 
tential use of the airmail service and air parcel post, both domestically and inter- 
nationally, when mail can be advanced to the ultimate patron by air service 
without undue cost increase. A basic objective is to make maximum benefits of 
this expedited service available to all postal patrons. 

2. The United States should fully implement the intent of Reorganization Plan 
No, 10 to assure the exclusion of all elements of subsidy from compensation paid 
to air carriers for the transportation of mail by air. Service mail rates should 
be established on principles of fair and reasonable compensation for the services 
performed which will take account of all pertinent factors and, recognizing any 
differences in cost or character of service, will bear a proper relationship to the 
charges existing for other forms of traffic. 

3. The Post Office Department should continue a program for experimenting 
with the transportation of first-class mail by air insofar as it is determined 
by the Post Office Department to be economically justified at rates prescribed 
by the Civil Aeronautics Board 

4. The United States postal authorities will continue the existing practice 
of forwarding mail on both United States and foreign airlines. 

5. Payments to foreign air carriers for carriage of United States mail are 
made at UPU rates. Any difference between the Universal Postal Union rate 
and the rates paid to United States carriers should be handled as an internal 
matter within the United States Government in accordance with applicable laws 
and Reorganization Plan No. 10. 

AIR CARGO? 


The potential value of a healthy and expanding air cargo industry to our 
economy and national defense has become increasingly apparent. A quickened 
industrial pace combined with the national need to utilize our resources more 
efficiently, promises to make the movement of cargo by air as essential as the 
established need for air carriage of persons and mail. 

Domestic and international air cargo services are being provided by the 
scheduled airlines (both on combination passenger-cargo aircraft and on all- 
eargo flights), by the scheduled all-cargo carriers and by large irregular 
earriers. While the advantages of combining passenger and cargo carriage 
in the same aircraft are many, important limitations to this practice also exist. 
Experience indicates that flights primarily timed to the needs of passenger 
traffic are not always well adapted to the movement of cargo. Combination 
aircraft frequently are unable to accommodate proffered shipments because of 
weight or bulk. If the use of air cargo is to grow on a sound basis it appears 
necessary that increased airlift must be provided with aircraft designed specifi- 
cally for cargo and operated on schedules dictated specifically by the needs of 
cargo traffic. Proper growth of the air cargo industry will provide, in addition 
to economic benefits, a civil air cargo fleet forming a substantial security asset 
in event of national mobilization. 

1. The further development of the air cargo industry, with particular 
emphasis on all-cargo services, is in the national interest and should be 
encouraged. 

The use of commerical air cargo on a substantial scale is largely a postwar 
development. Early growth in traffic volume, starting from a very low level 
postwar, was extremely rapid. This led to early assumptions on continued 
growth rate which have since proved to be optimistic. 





*The Civil Aeronautics Board abstained from participation on this subject because of 
direct applicability to cases now before it 
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Air cargo volume has not increased as rapidly as hoped fur. It has not 
been supported or stimulated by direct Federal subsidy. It has had to face 
such economic difficulties as: (@) reliance on obsolescent aircraft, ill-suited 
tor cargo and, therefore, uneconomic, and (0b) low volume with resulting high 
unit costs. The rates which could be offered with such aircraft have not 
been low enough to attract a substantial volume of business, and air cargo has 
been a marginal moneymaker at best. 

Such hard facts of economics have forced scheduled and irregular carriers 
alike to subordinate commercial air cargo in varying degrees to more profitable 
ventures. For example, the higher rate of unit return on passengers than 
cargo has favored carriage of cargo as a byproduct on combination aircraft or 
the assignment of aircraft to all-passenger coach services. In more recent 
years the Pacific airlift made necessary by the Korean emergency required 
transfer of aircraft from civil to military cargo operations. 

The many and difficult economic and technical problems inherent in the 
development of a sound air cargo industry are not susceptible of early solution. 
An adequate and economic cargo aircraft, the essential tool of the industry, is 
still unavailable for domestic services although use of cargo versions of recent- 
production passenger transports gives promise of improving economics on long 
distance, intercontinental routes. 

The greatest promise for an adequate and economical cargo aircraft for civil 
use appears to depend upon the development of cargo aircraft for the military 
services. 

2. Military and civil agencies should cooperate early in the development cycle 
of all new all-cargo aircraft, in order to produce aircraft responsive as nearly 
as possible both to civil and military requirements. The low ton-mile cost 
aircraft so developed should be made available by the manufacturers to civil 
operators at the earliest possible date consistent with military requirements 
As to new military aircraft, the cooperation recommended herein should be 
limited to the incorporation of design features, in commercially adaptable air- 
craft, which would make them acceptable for civilian use without impairing 
their military usefulness. It is not intended that such cooperation would 
extend to any aircraft designed solely for military purposes. 

The Federal Government is in a position to improve the economic position of 
the commercial air cargo industry without subsidy by increased use of available 
services on a routine business basis. Many of the agencies of Government are 
large shippers of cargo. While some agencies, particularly in the military 
departments, have made limited use of the cargo services offered by the airlines, 
it is probable that a thorough study of Government purchasing and distribution 
methods would disclose substantial advantages which can be realized by the 
Government from increased use of commercial air cargo on a regular basis. 

3. Federal agencies should, within the framework of sound principles of supply 
management, expand their use of civil cargo airlift as it becomes available for 
routine, nonemergency use. 

The combined efforts of the combination passenger-cargo and the all-cargo 
airlines will be needed if we are to develop the type of air cargo industry 
required by the national interest. However, the economic justification for any 
given all-cargo airline must be considered on its own merits. This being the 
ease, the instability of the domestic certificated cargo lines because of their 
temporary certificates, becomes a serious problem. 

4. A greater degree of stability should be given all-cargo carriers when 
certificated by the Civil Aeronautics Board by granting them certificates of 
sufficient duration to enable them to obtain adequate financing. 

Mr. Trorneerry. Mr. Chairman. 

Mr. Hinsuaw. Mr. Thornberry. 

Mr. THornperry. I want to say that I am very much interested in 
this bill, and I want to say further, to the acting chairman, my col- 
league, Mr. Hinshaw, that I appreciate very much the fact that he 
has introduced the legislation and through his efforts we are able to 
hold hearings on the bill. It is very important, in my opinion, to sta- 
bilize the airline industry, not only all over the country, but in my 
section. 

Mr. Nyrop, I want to ask you two questions which may be repeti- 
tious of what has been asked; but it is going back into the history 
and into the background of it. 
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If we had not had such legislation as is envisaged in this bill for 
the trunklines—and that is, with regard to the grandfather clause— 
if they had not had an opportunity to come in and obtain a permanent 
certificate, could they have made the progress which has been re- 
ferred to here this morning ¢ 

Mr. Nyror. In my judgment, they would not have made the sub- 
stantial progress that they have made since 1938 

Mr. Trornserry. Now, in other words, until the big trunklines 
were able to know of their future they could not make financial ar- 
rangements; they could not purchase the modern equipment and 
could not make the progress, not only as to their own financial prog- 
ress, but as to the reduction of the air mail subsidy. 

Mr. Nrror. Yes; l agree with that. 

Mr. Trornrerry. Now, I want to ask you this question: Since the 
development of the program of local service airlines, which have been 
referred to, have any of them been granted a permanent certificate ? 

Mr. Nyror. No, sir. 

Mr. Tuornserry. Now, I know it is common knowledge to all of 
us, but I would like for you to make it a part of the record of this 
hearing. Reference has been made as to whether or not the local 
service airlines have been able to use other equipment than the DC-3. 

Why is it that we have a problem with the DC-3? Is it that it is 
no longer being manufactured ? 

Mr. Nrror. The DC-3 was designed and came into operation in 
1935 and 1936. The airplane type today is almost 20 years old. It 

was an excellent airplane at the time it was built. It was an airplane 
that provided service all during the late thirties and during the for- 
ties, on certificated routes during the war, but it is today an obsolete 
airplane from the standpoint of design; from the standpoint of pay- 
load a ity of the airplane, and from the standpoint of operating 
costs. I do not want to cast any reflections at all upon the workhorse, 
the DC-38. Itisa great airplane. 

Mr. THorneerry. There is not any doubt in my mind about that. 
I agree with you on that. 

Mr. Nyror. But I want to point out for the record what the 
problem is. 

Mr. THornperry. Now, going back to the question I asked a minute 
ago, the difficulties existing with the trunkline carriers as compared 
with the local service airlines. Of course, the unfortunate aspect of 
the development is that the big trunk airlines have had a longer period 
to develop their problems. They have had better routes, better markets 
for their services, and have improved, and therefore have had an 
opportunity to reduce their requirement for payment of airmail sub- 
sidy. The development of the separation of subsidy in airmail pay, 
that is another thing that has come at the time when the showing 
would reflect favorably upon the trunklines and leave the local serv- 
ice carriers at a disadvantage, when the fact is, had the whole pic- 
ture been such from the beginning that the local air service airlines 
were in operation as early, they would be in as good a position as the 
big trunk airlines. Isthat correct ? 

Mr. Nyror. We believe that we are in as good a position as the 
trunk carriers were at a omen period of their development; 
yes, sir. 
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Mr. THornperry. Now, you brought out one further thing, which 
I just want to ask you about. I know in my area, because of the dis- 
tances between cities, and the number of cities, if it had not been for 
the local service airlines we would not have had the air transporta- 
tion service we have, except for the local service airlines; and unless 
legislation of this type is pushed vigorously, so that there may be 
further development in my section of the country, the business in- 
terests are going to suffer. It is important throughout the country. 
I just happen to be familiar with the local situation. 

I have been sympathetic to the idea of the separation of mail pay 
and subsidy, but what is bothering me is that after we have made 
the progress we have along that line it is now seized upon not to show 
what the taxpayers pay for the service, which I think they are willing 
to pay for, but it is seized upon to cripple the local air service lines, 
and slow this oo down, and that was not to the purpose of the 
airmail and subsidy separation. There were a lot of people here who 
cautioned that this would happen. And I have a feeling that some 
of their fears as they expressed them have been realized. 

I believe that is all of the questions I have, Mr. Chairman. 

Mr. Htnsnaw. Are there any further questions / 

Mr. Scuenck. Mr. Chairman. 

Mr. Hrnsuaw. Mr. Schenck. 

Mr. Scuenck. I have been greatly impressed with your testimony 
and feel that you have done an excellent job in your statement and 
in answering these numerous questions. 

I am wondering whether or not consideration of this legislation will 
have anything to do with the facilities such as airports. Are there 
airports now adequate ? 

Mr. Nyrop. I think, as a general statement, we can say that all of 
the airports that we operate into today are adequate for our present 
operation. 

Now it is true that there are probably some improvements that need 
to be made, maybe with regard to the aids to navigation and around 
those airports to enable us to serve them with greater regularity. 

The point that you brought out is a good one, Congressman. 

Actually by serving these 260 exc vegond cities, we assist those cities 

n keeping open their airports which are available for all types of 
inti private—and also we hope are valuable in connection with 
national defense, as they were used in the last war, and we believe 
that they are a national asset. 

Mr. Scuenck. Do you feel, Mr. Nyrop, that in order to properly 
develop your group of carriers that it will be necessary to develop 
new airports where they do not now exist ? 

Mr. Nyror. Well, if new cities—say, 3 or 4 or 5 new cities were 
added to the exclusive city list and the cities do not have airports, 
of course it will be necessary to build airports there before we could 
commence our operations. That is right, sir. 

Mr. Scuencx. Would you feel, Mr. Nyrop, that there are cities, 
a sufficient number of cities, with proper airports now, which could 
be included in your operation which would improve your operations 
financially ? 

Mr. Nyror. One of our real problems with regard to improving our 
operations, from the standpoint of commercial revenue, is to have a 
little greater flexibility with regard to the methods in which we serve 
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our cities. We believe that today it would be possible, without at all 
taking away any revenue from the trunk carriers, if we could select 
certain pairs or certain cities, without the necessity of making as 
many stops at intermediate cities as we make today. 

Mr. Scuenck. Assuming that the use of the helicopter might be- 
come more general, is the cost of the construction of an airport less 
expensive, for helicopter use ¢ 

Mr. Nyror. Yes, sir. 

Mr. Scuenck. Is it justified to have a helicopter or helioport, or 
whatever you may call it ¢ 

Mr. Nyrror. There will be instances that will develop in the future, 
in small and intermediate cities, in which air traffic potential exists, 
where they do not have an airport, and it will be necessary to develop 

helioport to serve them. ‘That can be done for much less money; 
it would be cheaper to develop a small helioport than an airport. 

Mr. Scnencx. Then I take it from your testimony, Mr. Nyrop, 
you do not feel that the adoption of this legislation would in any 
way make it necessary for Congress to de velop further Federal aid 
for the development of airports. 

Mr. Nyror. The Conference of Local Airlines has not taken an 
active position in the request that has been presented to Congress 
here recently to appropriate some $20 million to $22 million, I believe 
it is, sir, for the Federal airport aid program, and at this time I 
would not care to comment further than that. There are some cities 
that do need airport improvements. There is no question about it. 

It is my opinion that that is a rather separate and distinct problem 
from the one we are talking about here today. 

Mr. Scuenck. You do not see any connection between this language 
and that ? 

Mr. Nrror. No. 

Mr. Scuenck. That is what I wanted, Mr. Chairman. Thank you. 

Mr. Younger. Mr. Chairman. 

Mr. Hinsuaw. Mr. Younger. 

Mr. Younerr. I have two questions, Mr. Nyrop. There has been a 
lot said about mail subsidy having a lot to do with this question. Is 
it true that the question of mail subsidy depends on what the com- 
pensatory rate is fixed ? 

Mr. Nyror. That is right, sir. 

Mr. Youncer. In other words, the subsidy could be very easily cov- 
ered up by fixing a rate that would not necessitate a subsidy. 

Mr. Nyrop. Yes,sir. Today the Civil Aeronautics Board establishes 
the compensatory mail rate and then the subsidy to go with it. You 
can vary the two; yes. 

Mr. Youncer. That is what I say; but the question is not a clear-cut 
subsidy or no subsidy question. If it was a competitive rate, bidding 
on a competitive bid, some of the trunklines maybe would be on a 
subsidy. Is that possible ? 

Mr. Nyrop. It is possible; yes, sir. 

Mr. Younger. So that that question, in my opinion, does not neces- 
sarily come in and should not be treated in this particular bill at all. 

Mr. Nyrop. That is right, sir. 

Mr. Youncer. Has no place in the bill. 

Mr. Nyrop. But, the opponents are giving it great importance and 
largely basing their arguments on what they call subsidy requirements. 
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Mr. Youncer. But that is fictitious. You can figure it any way you 
want to. 

Mr. Nyrop. That is right, sir. 

Mr. Youncer. Now, one other question: If the local service airlines 
had not had the legitimate expectation of being treated in the same 
way that the trunklines were treated in the beginning, in developing 
permanent service, would they have taken the losses and pioneered 
these routes ? 

Mr. Nyror. No, sir; they would not. They would probably not 
have been able to raise the equity capital to get going, in the first place. 

Mr. Youncer. That is all, Mr. Chairman. 

Mr. Hrnsnaw. Are there any further questions ? 

Mr. O'Hara. Mr. Chairman. 

Mr. Hinsuaw. Mr. O'Hara. 

Mr, O’Hara. Mr. Nyrop, let me say first that I appreciate very 
much your appearance here, because I have the highest regard for you 
as the former Chairman of the CAB, and administrator of the Civil 
Aeronautics Administration, and let me say that respect for you con 
tinues as you are appearing here today. 

Mr. Nrrop. Thank you, sir. 

Mr, O'Hara. Mr. Nyrop, would it be true that the two major prob- 
lems which confront the local airline carriers are, first, the economic 
problem of refinancing or financing, and the difficulty encountered in 
that because of the short-term temporary certificates that are granted ; 
the expenses which they go through each time they have to renew them, 
and the difficulty of finane ing their operations under such a situation, 
plus the problem, which is that of the need of the development of a 
carrier type of airplane which will serve you more economically than 
that which is manufactured today ? 

Is that an oversimplification of the problem ? 

Mr. Nyrror. No, sir; I think that is a good statement of our basic 
problems today. 

Mr. O’Hara. And as you well said, this committee has had a very 
sympathetic understanding of that problem, and so far no one has 
seemed to be able to come up, either from the industry, in the industry, 
or manufacturing or operations end of it, or from Congress, with the 
proper type of carrier which should be developed. 

May I ask you this question, Mr. Nyrop, and I do not do so to 
embarrass you, because I frankly am sympathetic to the problem: 

There is need for the service that has already been rendered by 
the local carriers. So when I ask this question, I do it sy sinatlages ically. 

Which is he greatest problem—or do they merge into one problem, 
or whi e is the situation 

Mr. Nyrop. I think, sir, they merge into one problem; to attain a 
position where we do not have to rely on the Federal Government for 
large mail payments—call them subsidies, if you will—I believe, No. 
1, we have to have our permanent certificates. No. 2, we have to get 
a new type of airplane, and No. 3, that some of the restrictions that 
are now contained in some of our routes—TI must say this in fairness 
to the Board, that they work with us on restriction problems—with 
some changes, a little bit, we will be able to go forward and achieve 
the same degree of success with regard to getting off the subsidy that 
the trunk carriers have in a recent period of time. 
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Mr. O'Hara. Now, assume that the 202 and the 404 and the Convair 
are a type of airplane which generally do not meet the needs, both 
economic and otherwise, of the local air carriers. Is that true? 

Mr. Nrror. Congressman O'Hara, I would prefer that you would 
direct that question to Mr. Conley, who is here from the Southwest 
Airways, who today is operating some 202’s and Mr. Harding who is 
here from the Pioneer, who is also operating some 202’s. I think that 
they can give you a better evaluation of the two airplanes than I 
would be able to, sir. 

Mr. O'Hara. Mr. Nyrop, I appreciate that problem originally, and 
I generally agree with the viewpoint taken by the CAB that the grant- 
ing of temporary certificates to most, if not all, of the local airline 
carriers, Was perhaps in the nature of an experimental trial. When 
you speak of the mortality rate in the operations—I think you said 20 
originally have been reduc ed to 14. 

Mr. Nyror. Yes, sir. 

Mr. O'Hara. That was something that was not unusual or was to be 
anticipated in the overall program. Isthat a fair statement ? 

Mr. Nyror. I think that is a fair statement ; yes, sir. 

Mr. O'Hara. But those who still operate, let me say from my obser- 
vation and those that I have seen in operation, I think that they have 
done a remarkably good job. They have certainly performed a great 
public service to the smaller cities and communities of our country. 
They have unquestionably added to the passengers that are carried by 
the trunklines, by the very fact that people could fly from their local 
communities to a point where they could pick up a trunkline operation, 
which isa matter of great benefit to the individuals and to the carriage 
of mails, and to all of the things that enter into an advancement of life 
in America, 

1 could not help but think that up in our part of the country, our 
States are relatively small, but when you consider an empire like the 
State of Texas—we have our problems, but of course their problems 
are even greater—I recognize that. I recognize how important it is to 
a State the size of Texas. 

But the question that bothers me is whether we have reached a point 
in the passage of so-called separation of so-called airmail subsidy and 
mail pay—and some of us prophesied that it would work out about as 
it has worked out—that it is now treated as a stigma to get airmail sub- 
sidy, and the general public is sold on the idea. 

I am sympathetic to the problem, not only that confronts the local 
operators, but I am sympathetic to the problem that confronts the 
CAB in these matters. 

Now, I think unquestionably I would support the CAB ina payment 
of some of the reasonable subsidies—let us call it a subsidy and be 
frank about it—in the operation of some of the local operations, on 
the basis of public convenience and necessity and also certainly in the 
national defense picture, but to what extent can we go, Mr. Nyrop, 
in a general way—and I will not ask you to be specific, but in a general 
way. I do not ask you that to embarrass you. I realize that “that is 
the problem of the CAA and also the problem of this committee here, 
in representing the public genet rally. 

Mr. Nyror. The appropriation—this is a kind of aside from our 
problem here today, because I do not consider that the subsidy problem 
and the grandfather certificate should be tied together—— 
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Mr. O'Hara. I agree with you on that. 

Mr. Nyror. But, the Civil Aeronautics Board, as I recall, for the 
fiscal year 1955 presented an estimate of approximately $73 million 
cash requirement for all of the airlines; that is, the local services, the 
3 helicopters, and the 3 trunkline carriers that are still on sub- 
sidy; the overseas and the international carriers—I know from 
experience, Congressman O'Hara, that the Board members and the 
staff take a real sharp look and use sometimes a pretty sharp knife 
in reviewing the economic data that is presented to the Civil Aero 
nautics Board that is used in the establishment of a mail rate for an 
air carrier. 

There is not any question in my mind but what the Board and its 
staff do a thoroughly refined job in tearing down the requests of the 
airlines, and in some instances, in my judgment, they have been a 
little bit too sharp. On balance I think you have to say that they 
have done a good job and the $73 million estimate submitted | ry the 
Board was a firm, hard figure; a figure as good as any that could be 
worked out. 

The requirement for the local service, out of the $73 million, was 
approximately $23.859.000, 

It is vo that taken alone that sounds like a substantial amount of 
money, but that is the amount of money spent for development of this 
young industry, the 14 new small businesses to serve all of these 
440 cities. 

We carried approximately 2 million passengers last year. 

I do not think that the cost is excessive, sir. 

Mr. O’Hara. Well, I know of 1 instance in my own State where 
a trunkline gave up one of the so-called local carrier operations and 
the local carrier took it over, and, as I recall, more than doubled the 
business out of that 1 city. I think that is an example of what the 
local carrier can do. It is no reflection at all upon the trunkline oper 
ator who had had that operation. It was perhaps a compliment to 
the type of service which was given by the local operator, who, I am 
sure, is a fine operator, plus the service it gave to surrounding com- 
munities, which increased the business of that particular carrier in 
that one particular locality. 

[ presume that could be multipled over the country a number of 
times, could it not, Mr. Nyrop / 

Mr. Nyrop. I think it could. 

Mr. O’Hara. And contribute materially to the development of the 
trunkline carrier, as well as the local operation 

Mr. Nyror. Yes, sir: that is right. 

Mr. O'Hara. That is all, Mr. Chairman. 

Mr. Hinsnaw. Gentlemen, will you permit me to make an observa- 
tion. I think it ought to be observed at this point that the air-trans- 
port business was begun with the carriage of mail for the Post Office 
Department and that if there had been no carriage of passengers, the 
mail transportation by air would have been exclusively for the Post 
Office Department and probably it would have shown a successive 
reduction in cost, but the carriers who were carrying the mail at that 
time found that they could increase their revenues and hence decrease 
the requirements from the Post Office Department by carrying first 
passengers and then parcels and packages, and other things, and that 
eventually, of course, the transportation by air has become mostly 
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transportation of passengers and things, including the mail. And 
the effort on the part of the carrier has been to improve the quality 
and performance of the airplane and that has resulted in a very great 
decrease in the cost of transporting the mail to the point now where 
it is practically the same as any other transportation medium, on the 
whole; but that necessarily the smaller planes used by the local serv- 
ice carriers must receive a higher rate. 

Now, I yield to the gentleman from Massachusetts. 

Mr. Hesexron. In view of some of the questions, I would like to 
have in the record your statement on a few points. 

In the first place, I recognize the sincerity and the ability of those 
who differ from my viewpoint as to the desirability of separation of 
subsidies from airmail service pay, and yet I wonder if you do not 
agree that since that separation has been made it has served a useful 
purpose in the terms of segregating the actual service pay as against 
the subsidy. I might say right in that connection, irrespective of 
what some other people may feel, I never advocated and I shall never 
advocate that there is not a good case for subsidy in terms of the es- 
sential elements of natural defense, and the development of adequate 
transportation, postal service, and so forth; but I wonder if you do not 
think that it served a useful purpose to the Board, to the Congress, to 
the public, in trying to segregate the service pay and the pay that 
without question was established as a justifiable subsidy. 

Mr. Nyror. Congressman Heselton, I appeared before this com- 
mittee twice in 1952 and advocated appropriate subsidy legislation 
that would separate compensatory and subsidy payments. I must 
say that I was advised by several of my very good friends on this com- 
mittee that going forward with that proposal might well result in 
criticism with regard to the amount of subsidy that was paid to air- 
lines, whether or not it was justified. That one fear that they ex- 
pressed to me, to a certain extent, today has become a reality; but, in 
balance, I still believe it is the right thing to do, separate the com- 
pensatory pay and the subsidy pay. 

Mr. Hesevron. I think that this particular hearing on Mr. Hin- 
shaw’s proposal will serve at least an extremely justifiable purpose in 
that one field, and that is to make sharper and clearer that the subsidy 
as such is nothing to be criticized; that rather it can be justified and 
explained and, when justified and explained, the American people 
are going to accept it and approve it. 

The second point I want to ask you about is, somewhere in this 
report I have seen a reference, but I cannot find it, to some previous 
Presidential Commission, and recommendations having been made 
and having been sent over to the various departments concerned. Do 
you happen to recall the previous Commission that went into this 
question ? 

Mr. Hinsuaw. Does the gentleman refer to the so-called Finletter 
report ? 

Mr. Hesevton. That is it. 

Mr. HrnsHaw. That was the previous report. 

Mr. Hesevron. I wanted it identified. That is all I have. Thank 
you, Mr. Chairman. 

Mr. Hinsuaw. Are there any further questions? 
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I would like to point out that, for the benefit of the committee, if 
I may, there are a considerable number of airplanes employed by 
the local-service airlines. 

Now, I think for the record we ought to put in the number and 
type. 

Mr. Nyror. Yes, sir. 

Mr. Hinsuaw. That are employed by these 14 carriers. Will you 
state roughly the figures and the number that are presently used / 

Mr. Hesevron. Mr. Chairman, may I ask preliminary to asking 
that question, do you represent all of the feeder lines or are there more 
feeder lines than those you represent ? 

Mr. Nyror. No, sir; I work for the 14 local-service airlines and that 
is the total group. 

Mr. Hese:ron. And there are no other feeder lines ? 

Mr. Hinsuaw. No, I think that is the total number of scheduled 
feeder lines. 

Mr. Nyror. Congressman Heselton, the exact figures I have in my 
office. They are approximately as follows: Local carriers operate ap- 
proximately 150 DC-3 airplanes; 4 Martin 202’s, and 1 helicopter. 

Mr. Hinsuaw. That is 155 airplanes? 

Mr. Nyror. That is right; yes, sir. 

Mr. HinsHaw. Approximately. 

Mr. Nyror. Yes, sir. 

Mr. Hinsuaw. I am informed that in order to incite a manufac- 
turer to produce the required airplanes for most of these operations 
of the local service carriers, it will require a contract which is to be 
made | V the several carriers jointly, totaling some thing like 100 air- 
planes over a period of 3 or 4 years. Then, of course, these companies 
cannot order such an airplane over a period of 3 or 4 years, because 
they cannot go beyond the term of their certificate in ordering air- 
planes. Is that correct ? 

Mr. Nyror. Yes. We cannot get the equity capital that we need 
to place the firm orders and make the down deposit on airplanes so 
that the manufacturer will go forward with their prototype develop- 
ment which you know, Congressman, is very expensive, with our short- 
term certificates. We just cannot do it. 

Mr. Hinsuaw. That is, the principal problem is the longtime 
financing of a piece of equipment that is bound to last longer than 
the present certificate, and consequently it is impossible to order the 
spectic airplane that is required to do this job. 

Mr. Nyrop. That is right 

Mr. Hinsuaw. And that it is absolutely necessary for the future 
life of these carriers that a certificate . . . well, at least if you are 
going to make it, or have it determined at a definite termination in 
the future for renewals, it has got to be longer than the life of the 
airplane. 

Mr. Nyror. Yes, sir. 

Mr. Hinsuaw. What is the depreciated life of an airplane? I think 
it is something like 7 years, is it not? 

Mr. Nyror. 7 to 10 years. 

Mr. Hinsuaw. 7 to 10 years? 

Mr. Nyropr. Yes, sir. 

Mr. Hinsnaw. It is necessary then to have a temporary certificate 
with a life of 7 to 10 years or a permanent certificate, in order to enable 
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these people to order the proper airplane which in turn will reduce 
the cost of operations to the point where they may get off of the so- 
called subsidy. 

And my friend from Massachusetts (Mr. Heselton) says that he 
knows that that subsidy can be justified. I hope he will join in justi- 
fy ing the subsidy. It has been deprived heretofore, and I think it is 
well worth the price, in terms of national defense and service to the 
local communities, if nothing else. 

Now with that, I think we will suspend with Mr. Nyrop. 

Mr. Wituiams. Mr. Chairman, may I ask one or two questions? 

Mr. Hinsnaw. I beg your pardon. I did not see you come in. 

Mr. Witi1aMs. You mentioned that most of your planes are DC-3’s. 

Mr. Nyropr. Yes, s 

Mr. WiLtiaMs. Is it not a fact that the DC-3 has been out of pro- 
duction for quite some time / 

Mr. Nrrorv. The last DC-3’s I know anything about were the C-47 
type manufactured for the military and production ceased in 1945, sir. 

Mr. Witiiams. Now, | believe, you mentioned that the average life 
of an airplane is 7 to 10 years. 

Mr. Hinsuaw. That is the depreciated life. I mentioned that. 

Mr. Wituiams. That is right. Is it not a fact that most of the air- 
planes that you have in use now are actually older than that ? 

Mr. Nrrov. The majority of the airplanes we operate today are 
from 10 to 20 years old. Some of our airplanes are war surplus C-47’s, 
which are now approaching 9 to 10 years of age. 

Mr. Hinsuaw. Well, they certainly have a design age that is in 
the order of 20 years old, even though they may have been built sub- 
sequently, and from my personal knowledge, some eight to ten thou- 
sand C-47’s were built for the Air Force ‘during the war, and since 
then it has been a process of cannibalization of airplanes to provide 
the parts necessary to supply the repairs and replacements of these 
airplanes. 

Mr. Witi1ams. But the reason you are having to operate these old 
aircraft is that you cannot plan your operations in the future far 
enough ahead to justify going to the expense of replacing them with 
later model airplanes. Is that right? 

Mr. Nyror. Yes, sir. 

Mr. Wituiams. Thank you. 

Mr. Nyror. And to do that, we cannot interest the manufacturer 
in going forward and building a plane when we have a temporary 
certificate which in many instances will expire before they get the 
prototype built and then deliver to us the first airplane. 

Mr. O'Hara. May Lask one question. 

The Cuarrman. As a matter of policy, gentlemen, I want to dis- 
cuss the business of going on this afternoon if agreeable with the 
gentlemen of the committee, to hear the other witnesses who are 
present. 

(After informal discussion off the record, the following proceedings 
were had :) 

Mr. Hinsnaw. I think it is agreeable with the gentlemen that we 
vo on this afternoon at 2 o’clock, but I just wanted to settle that point 
for the time being. 

Now, Mr. O'Hara, you wanted to ask another question 4 
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Mr. O'Hara. Just briefly, Mr. Nyrop, sometime ago the members 
of the committee were discussing this problem which we have been 
discussing here this morning, the development of an airplane which 
would meet your purposes, and the Canadian plane was mentioned. 
It looked as though it might meet the needs of the local air-carrier 
operations. What is the situation with reference to that airplane / 

Mr. Nyror. The Canadian airplane was discussed in this committee 
in at least two instances. 

They have decided, the Canadian air company has decided that 
it will not go forward with the building of that airplane, and the 
principal reason they decided not to go forward with it was because 
the local service carriers, as a group, could not assure them that we 
could get the necessary capital for it, on account of our short-term 
certificates, to go forward and buy, as Congressman Hinshaw has al 
ready stated, a quantity of airplanes, approximately 100 airplanes. 

Mr. Hesevron. Mr. Chairman. 

Mr. Hinsuaw. Mr. Heselton. 

Mr. Hesevron. I want to ask one other question. I just wanted 
to be certain about this, but I understand that Mr. Peach would tell 
us about the development of the helicopter. 

Mr. Nyror. Yes, sir. 

Mr. Hersevron. I understand that Mohawk and National are op 
erating helicopters. 

Mr. Nyror. Yes, sir. 

Mr. Hesevron. Are there any helicopters in service of any of the 
airlines ¢ 

Mr. Nrror. Those are the only two that are operated by either the 
trunk carriers or the local carriers. There are three helicopter op- 
erators now. One at Los Angeles, one at Chicago, and one at New 
York. 

Mr. Hinsnaw. We thank you, Mr. Nyrop 

Mr. Nyror. Thank you, sir. 


STATEMENT OF CHAN GURNEY, CHAIRMAN OF THE CIVIL 
AERONAUTICS BOARD, WASHINGTON, D. C. 


Mr. Hinsuaw. I think we will continue on until 12 o’clock for the 
purpose of hearing Mr. Gurney, Chairman of the Civil Aeronautics 
Board, on this bill. And I hope that we might complete Mr. Gurney’s 
statement by that time. 

Mr. Gurney is the distinguished chairman of the Civil Aeronautics 
Board, and former Senator from South Dakota. 

Mr. Gurney, I took occasion a little while ago to question slightly 
the propriety of the Civil Aeronautics Board entering upon a position 
in the report on something that may be of a quasi-judicial character, 
and I do not mean by that to castigate the Board, because, of course, 
their duty is, 1 suppose, to participate in the Airport Coordinating 
Committee; but certainly on matters that they are going to have to 
decide upon in the future, I think that they might well refrain from 
participating in decisions. 

Now, I do not ask you to comment on that part of it, but if you 
want to, why, of course, you can hit me between the eyes for having 
said what I-did. 
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Mr. Gurney. Thank you very much, Mr. Chairman. 

In the first place, just a brief comment on the Air Coordinating 
Committee’s work that our Board has to participate in. Let me say 
that it is our understanding and that it has been in the Board for 
a long time, that the Board does have 1 member from our agency 
making up the group of, I think, around 12 to 14 members—maybe 
more—in the Air Coordin: ting Committee. 

When the President sends over a letter saying, “Who shali be a 
member from the Board,” repeeaneitinis the Board on that committee. 
Now, in clearing our statements to the Air Coordinating Committee, 
they come up from the staff and the Board considers the recommen- 
dations of its staff and then we finally send our statement on the 
different questions before the ACC, so that the ACC does have a 
Board opinion, not a single member’s opinion. 

We did participate, the Board did, in the ACC papers on aviation 
policy, with the exception of two cases. One was the Atlantic cargo 
question, whether or not there should be separate air-cargo carriers 
across the ocean, and we had a case before us. So, I did not partici- 
pate: neither did the Board. Neither did we participiate in the non- 
scheduled, the irregular section of the ACC paper. 

I have no further comment to make on that, Mr. Chairman. 

Mr. Hinsnaw. Thank you very much. 

Mr. Gurney. Mr. Chairman, looking at the paper that I prepared 
here to deliver this morning, and listening to the questions put by the 
members of your committee and the answers given by the witness 
who prec eded me, the former Board Chairman, it looks like we are a 
little far apart, but not too far apart. 

Personally I like the local-service carriers and I think I am saying 
something that would be agreed to by every member of the Board, 
individually and collectively. We do like the local-service carriers. 
We think that they are doing a great service and we can look at them 
to some extent in the same philosophy that was used in justifying 
rural mail carriers. If we do that, of course, subsidies are justified. 

Mr. Hinsuaw. Would you like, Mr. Gurney, to have your statement 
made a part of the record and proceed ad lib? 

Mr. Gurney. No. I could, of course, but there are quite a few ques- 
tions in here that are covered thoreughly, and I believe you should 
have the benefit of the prepared statement. 

We believe—of course there are a thousand ome in this loeal- 
service field and very definitely that is an asset to the Nation, and that 
is another reason why subsidies are justified where needed. 

Mr. HtnsHaw. You may proceed in any way you like. I was offer- 
ing vou the opportunity. 

Mr. Gurnry. Thank you very much. 

The Board is opposed to the enactment of this legislation, and it is 
my purpose to explain the reasons for our opposition, despite the fact 
that the Board continues to believe that the local-service experiment, 
which it started almost 9 years ago, is sound. 

At the present time there are 14 local-service carriers operating in 
the United States. Their economic operating authority is temporary 
in nature, varying from certificates limited to 3 years’ duration to 
certificates for 7 years. As a result the operations and route struc- 
ture of each local-service carrier periodically come up for review by 
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the Board to determine whether the public convenience and necessity 
requires continuance of the service or a modification of the routes. 

IT. R. 8898 would change this situation. It would require the Board 
to issue a permanent certificate of pub lic convenience and necessity to 
each one of the carriers now operating, upon proof only that the air 
carrier was furnishing within the continental limits of the United 
States, local or feeder service consisting of the carriage of persons, 
property, and mail, under a temporary certificate of public conven- 
lence and necessity issued by the Board, and that it had been continu- 
ously operating as such from the date of the enactment of the proposed 
law until the date of its application. 

The chief effect which placing local-service carriers on a permanent- 
certification basis would have lies in the fact that these carriers would 
no longer be required to establish at periodic intervals public convent- 
ence and necessity for the routes they operate, and the flexibility now 
available to the Board to make nec essary route adjustments in the 
public interest would be largely curtailed. These two results come 
about because of the protection given permanent certificates by the 
terms of section 401 (h) of the Civil Aeronatics Act. This section 
permits a revocation of any certificate either in whole or in part only 
for intentional failure to comply with the provisions of title IV of the 
act, or of any order, Ag or regulation issued under that title, or of 
any term, condition, or limitation contained in the certificate. 

The Board, of course, has the power to alter, modify, and amend or 
suspend the certificate in whole or in part, and the power which per- 
mits us to make certain route adjustments. This power is not, how- 
ever, a satisfactory substitute for a full renewal proceeding. 

It should be emphasized that H. R. 8898 would not give the Board 
any power it does not now possess. Under the present act the Board 
is directed to issue permanent certificates of public convenience and 
necessity if it finds that the standards of section 401 (d) (1) of the 
act have been met. These standards are the traditional ones of fitness, 
willingness, and ability on the part of the carrier applicant and of 
the public convenience and necessity for the service on a permanent 
basis. It is significant that the Board, notwithstanding the frequent 
changes in its membership, has not been able to make the requisite 
findings under the act for permanent certification on the basis of any 
record deve loped in the many local-service cases it has decided. W hen 
such a record is developed the Board has not only the power but the 
obligation to grant an unlimited certificate for all or any part of the 
routes for which the required showing has been made. 

At the conclusion of the Board’s “Investigation of Local Feeder, 
and Pickup Air Service” (6 CAB 1, Docket 857, opinion issued July 
11, 1944) and ee the subsequent years, the Board’s convic- 
tion has been that, as a matter of national policy, the supplementary 
air network described as local air services should be considered devel- 
opmental in nature until the direction of the local-service program 
becomes known. In our opinion the results so far are not sufficiently 
conclusive to make it feasible to determine the final structure of the 
local air routes or the volume of Government support which may be 
justified in oper: ating those routes. 

The local service program began for the first carrier almost 9 
years ago with the certification of Essair, Inc., now Pioneer Air 
Lines. The Board then in a series of large area cases followed that 
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certification with additional authorizations made on a temporary 
basis to other applicants. Up to today there have been some mergers 
in this field which have reduced the number of individual operating 
companies; there have been three carriers whose operations did not 
develop any promise of success and, for that reason, there operating 
authority was not renewed by the Board at the end of their first 
temporary period of operation. Those carriers whose certificates 
were not renewed were Florida Airways, Mid-West Airlines, and 
Kk. W. Wiggins Airways. 

At this point I would like to identify for your ready information 
the remaining 14 local service carriers presently conducting trans- 
portation of passengers, property, and mail, with conventional air- 
craft, together with the dates when their operations commenced or 
those of their predecessor companies before merger or change of name 
in some Cases. 

Allegheny Airlines, Inc.: Originally certificated in July 1949, for 
the transportation of property and mail only. Began passenger 
service March 1949. Current temporary authorization expires 
December 31, 1956. 

Bonanza Air Lines, Inc.: Originally certificated in June 1949, and 
commenced service in December 1949. Renewal application now 
pending. 

Central Airlines, Inec.: Originally certificated in November 1946, 
and commenced service in September 1949. Current temporary au- 
thorization expires February 19, 1956. 

Frontier Airlines, Inc.: Has operated since June 1950, as a con- 
solidated company formed by the merger of three predecessor com- 
panies. Of the three, the earliest inauguration of service was in 
November 1946, Current temporary authorization expires March 31, 
1955. 

Lake Central Airlines, Inc.: Originally certificated in September 
1947, and commenced service in November 1949. Current temporary 
authorization expires December 31, 1954. 

Mohawk Airlines, Inc.: Originally certificated in February 1948, 
and commenced service in September 1948. Current temporary 
authorization expires June 30, 1958. 

North Central Airlines, Inc.: Originally certificated in December 
1946, and commenced service in February 1948. Current temporary 
authorization expires September 30, 1955. 

Ozark Airlines, Inc.: Originally certified in July 1950, and 
commenced service in September 1950. Renewal application now 
pending. 

Piedmont Aviation, Inc.: Originally certificated in April 1947, and 
commenced service in February 1948. Current temporary authoriza- 
tion expires December 31, 1957. 

Pioneer Air Lines, Inc.: Originally certificated in 1943, and com- 
menced service in August 1945. Current temporary authorization ex- 
pires September 30, 1954. 

Southern Airways, Inc.: Originally certificated in April 1947, and 
commenced service in June 1949. Current temporary authorization 
expires December 31, 1956. 

Southwest Airways Company: Originally certificated in May 1946, 
and commenced service in December 1946. Current temporary authori- 
ation expires September 30, 1954. 
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Trans-Texas Airways: Originally certificated in November 1946, 
and commenced service in October 1947. Renewal application now 
pending. 

West Coast Airlines, Inc.: Has operated since August 1952 as a com- 
pany formed by the effective consolidation of two carriers, West Coast 
Airlines and Empire Air Lines, both of which were originally certif- 
icated in 1946 and both of which commenced service in the same 
year. Current temporary authorization expires Se one mber 30, 1954. 

As pointed out before, ‘of the present local service air carriers none 
has been in operation as long as 9 years, and, of ae 14 now operating, 
6 or nearly half of the total have been operating less than 5 years. 

It must be remembered that the local service segment of the in- 
dustry was created to provide short-journey air transportation be- 
tween relatively small communities or between those small communi- 
ties and the nearby large cities. The principal competitor of the local 
service carrier is the automobile and the highway system of 1954. The 
advantages of speed which the airplane enjoys are greatly diminished 
on these short stages, and against the advantage that remains must be 
placed the inconvenience of traveling to and from airports and the 
dependence on public vehicles for surface transportation at the point 
of destination. The competitive situation is thus far different from 
that which faced the trunklines in the late thirties, where speed dif- 
ferentials for long trips resulted in savings of days. Consequently, 
the Board does not believe that the future of the local se rvice carrier 
is sufficiently predictable with respect to routes, type of service, or 
manner of operation to warrant permanent certification at this time 
on an industrywide basis. 

While some of the so-called local service carriers have operated 
through both their initially authorized certificate period and their 


first-renew: il periods, and are therefore ready for consideration as to 
second or continuing renewal periods, portions of their ro ute have 
been eliminated or amended. It is expected that the Board 1 will find 
it necessary to continue to scrutinize these temporarily authorized 
routes closely for the purpose of further amendment as may be needed 
io fulfill the public convenience and necessity prov isions of the act. 


As mentioned before certain of the initi: ally certificated local service 
carriers did not show any promise of success at the end of their first 
authorization, and were eliminated by the Board for that reason. It is 
entirely possible that certain of the routes being operated today will 
likewise not warrant further authorization. 

And, I might interpolate there that many of the local service car- 
riers want to take towns off their segments, and add segments and 
take segments off. It is necessary to file and for us to consider 
applications to accomplish those 1 ‘esults. 

In this connection it is appropriate to refer to the statement of Civil 
Air Policy released in May 1954 by the President’s Air Coordinating 
Committee. In discussing the pattern of local service therein described 
as experimental, the policy statement says, in part: 

The basic economic problem of local service operations stems from the under- 
lying character of their routes, which generally have low traffic density, and 
involve short-haul operations, with high operating costs and a difficult competi- 
tive problem in relation to surface transportation. Various steps can be taken 
to improve the economic position of local service operations. In particular, routes 
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should be properly amended to eliminate points which have demonstrated an 
inadequate traffic potential to justify scheduled air service. There may also 
be some opportunities to develop improved route systems through mergers be- 
tween local carriers, or between local and trunk carriers. The carriers and the 
Government should give immediate attention to corrective action along these 
lines. 

Because of the limited-time authorizations given by the Board for 
the operation of the experimental local-serv ice routes, the Board under 
existing law is able to retain appropriate control over the expenditure 
of Government funds in subsidy support of such air routes. On the 
other hand, if the present temporary certificates were converted in 
their entirety to unlimited authorizations, such control over the 
amount of subsidy support expended would in substantial measure 
be lost, since the Civil Aeronautics Act provides only that the Board 
may, after notice and hearing, “alter, amend, modify, or suspend” a 
certificate. It may not revoke except for “intentional failure” of the 
carrier to comply with the provisions of the act. 

It is the Board’s belief, a conviction also expressed in the statement 

of Civil Air Policy previously referred to, that— 
The route structures and certificates of the various local service carriers should 
be adjusted to provide the maximum opportunity to improve their economic 
position, within the general scope of their intended type of operation. Where 
continued and significant progress towards Self-sufliciency is not demonstrated 
by a local service carrier, its operating authority should be terminated in an 
orderly fashion. To the extent that the services formerly provided by it are 
clearly required to meet a public need, such services should be furnished by an- 
other carrier capable of providing service without cost or at substantially reduced 
coSt to the Government. The program of route adjustments should be expedited 
in the light of the schedule to be established for an orderly phased reduction 
and eventual elimination of subsidy support for the local service carriers. 

We would like to invite the committee’s attention briefly to a few 
facts illustrating the trend of the local service industry’s experience 
toward generating revenue in sufficient volume to meet its operating 
expenses. These facts, in our opinion, support our conviction today 
that at the present time the Civil Aeronautics Board in its capacity 
as a governmental regulatory agency should in the national interest 
retain control over the route structure of the local service carriers 
in a manner which would permit orderly and reasonable determina- 
tions of the local routes which should continue to be operated in the 
foreseeable future so long as such routes require Government support. 

It must be pointed out that despite mergers of certain local service 
and the termination of others, the total need for Government support 
has increased year by year, owing, of course, to the expansion of service 
over additional routes and to additional communities, as well as, in 
considerable measure, to the inflation suffered during the past several 
years. The following figures show that while the number of local air 
carriers operating has decreased in the past year or two, and the num- 
ber of miles of air route they operate has leveled off, their need for 
mail pay and Government support in total has increased and shows 
no present indication of decreasing. 

In calendar year 1948, $11,629,000 was total mail pay for the opera- 
tion of approximately 18 million revenue plane miles by local service 
carriers. 

In 1949, $13,935,000 was paid for the operation of about 25 million 
revenue plane miles. 
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In 1950, $17,405,000 was paid for the operation of about 34 million 
revenue plane miles, 

In 1951, $18,938,000 was paid for the operation of about 39 million 
revenue plane miles. 

In 1952, $21,528,000 was paid for the operation of about 41 million 
revenue plane miles. 

In 1953, $24,247,000 was paid for the operation of about 46 million 
revenue plane miles. 

In addition, for each of the fiscal years 1954 and 1955, we estimate 
that the mail pay bill for the local service carriers now operating 
will amount of $25,300,000 including $23,840,000 in subsidy. Based 
on petitions recently received from various of these carriers, the over 
all requirement might exceed that figure, but, of course, the total 
cannot be determined finally until the pending cases have been 
processed. 

As I pointed out before, the carriers have almost steadily increased 
their generation of traffic but the revenues obtained from that traffic 
have not been able to kee ‘p pace with the increase in e Xpenses, a cood 
part of which is due to inflationary conditions besetting the industry. 

In calendar year 1948, the local service carriers developed on the 
average 27.8 cents in commercial revenues per aircraft mile, while 
at the same time their average operating expense amounted to 
86.4 cents. 

In 1949, the average revenue for aircraft mile increased to 32.1 
cents and expenses at a lesser rate to 88.7 cents. 

In 1950 revenues increased to 33.5 cents per aircraft mile while 
expenses went down to 81 cents 

In 1951, while revenues continued their encouraging upward trend 
to 46.4 cents per aircraft mile, expenses jumped to 93 cents. 

In 1952 and 1953 revenues amounted to 50.9 cents and 54.3 cents 
per aircraft mile, while expenses continued their increasingly upward 
climb to 104.5 cents in 1952 and 110.6 cents in 1953. 

The record of the carriers for the past several years shows that 
while the increased average revenue per aircraft mile represents in 
creased traffic with only a relatively slight increase in fares and rates 
charged, it must be recognized that the volume of tr: fic appears to - 
leveling off. For the year 1950 the average number of passengers ca 
ried per aircraft mile was about 5.7; for 1951 that average went to 
about 7.6 passengers per mile; in 1952 the average was approximately 

passengers; but in 1953 the average load increased only slightly, 
to 8.6 passengers. During this 4-year span the average fare yield 
creased from about 5.5 cents per passenger per mile carried, in 1950, 
to nearly 6 cents per passenger mile in 1953, thus accounting for some 
part of the total increased revenue obtained per aircraft mile. 

The Board and the presidents of the local sery ice carriers, aware 
of the necessity in the face of rising subsidy need to reduce expenses 
even in a period of inflationary trends outside the control of manage 
ment, have planned and held meetings in Washington in the past sev 
eral months for the purpose of discussing expenses in detail, down to 
the level of landing fees and ground rentals charged by the citi 
served. It is the Board’s opinion that the management of the carrier 
are making intensive, continuing efforts to lower expenses in all pos 
sible ways. 
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It is recognized that the management of the temporarily certifi- 
cated carriers may sometimes encounter difficulty in obtaining neces- 
sary financing through either ¢ equity capital or bank loans, owing, it 
is asserted, to the temporary and limited nature of their authoriza- 
tions. On the other hand, experience of the carriers shows that vig- 
orous carrier managements can and do obtain equity capital to finance 
expanded operations or to strengthen the capital structure of their 
companies. 

It is possible that if the present temporarily certificated carriers 
were given unlimited authorizations, their financing plans and pro- 
grams could be more easily carried out. It is the Board’s view, how- 
ever, that the most important factors in ae the industry’s 
economic health, potential growth, and its hope for self-sufficiency, 
are the carriers’ route structure and its tte ‘rent capacity to produce 
traffic and revenues. It is the Board’s belief therefore that its own 
broad responsibility is to continue to carry out the policy of adjust- 
ing and developing air routes, with the objective of achieving a self- 
sufficient air transport system which can and will support a finan- 
cially sound industry. 

Neither the Civil Aeronautics Act nor H. R. 8898 defines “local or 
feeder service.” The Board and the industry have used the term “lo- 
cal service” as applying to certain routes and carriers which have 
received temporary authorizations during the past 10 years, but a spe- 
cific definition of such local services is not available so as to limit the 
meaning of the term within the framework of H. R. 8898. 

It seems desirable also to point out that during the past several 
years the Board has authorized 3 metropolitan-area helicopter car- 
riers, 2 of which are authorized to transport passengers as well 
mail and property. Lacking a definition of “local or feeder service,” 
the intent of H. R. 8898 may not be clear as to the inclusion or ex- 
clusion of the temporarily certificated helicopter carriers. The Board 
is of course most desirous that the helicopter services be continued 
only on a temporary experimental basis until a sufficient record has 
been developed on which to base a determination as to the appropriate 
status of the helicopter in the scheduled air network system. 

In addition, H. R. 8898 would authorize the issuance of certifi- 
cates of unlimited duration to certain air carriers described as “furn- 
ishing, within the continental limits of the United States, local or 
feeder service,” but it does not define the continental limits so as to 
exclude, as it is presumed is intended, consideration of those tem- 
porarily authorized carriers operating in the Territory of Alaska 
within the North American Continent. 

In conclusion, Mr. Chairman, the issue raised by H. R. 8898 is 
whether the local service carriers have advanced to the point where 
their organizations and route structures should, on an industrywide 
basis, be made : permanent part of the air transportation system of 
the country. In the Board’s opinion, this part of the industry has 
not reached that point, and we regard local air service as still in its 
developmental stage. Permanent certification i is not necessary to the 
acquisition of new capital, and we perceive no other valid reason for 
shorteutting the orderly procedures laid down by the Congress in 
the Civil Aeronautics Act. 
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The Board has been informally advised by the Bureau of the 
Budget that there is no objection to the Board’s position in opposition 
to this legislation. 

Mr. Chairman, I know I have run over 12:30. I could make some 
other statements possibly in line with the testimony given by Mr. 
Nyrop. I will be glad to come back if you would like to have me. 

‘Mr. Hrnsnaw. I think that we had better suspend until 2 o’clock 
or shortly thereafter. It is now after 12: 30. 

Mr. Gurney. Would you like to have me back at that time? 

Mr. Hinsuaw. Pardon ? 

Mr. Gurney. Would you like to have me back at that time‘ 

Mr. Hinsuaw. Are you at liberty to come $ 

Mr. Gurney. Yes, Mr. Chairman. 

Mr. Hinsuaw. Please do so, and we will complete your statement 
at that time. We will have some questions. ; 

(Thereupon, at 12:35 p. m., the committee took a recess until 2 
p.m. of the same day, as above indicated. ) 


AFTER RECESS 


The committee resumed, pursuant to the taking of the recess, Hon. 
Carl Hinshaw presiding. 

Mr. Hinsnaw. The committee will come to order. Mr. Gurney, 
Chairman of the Aeronautics Board, will resume the stand. 

Mr. Gurney, I believe you had some statement you wished to make 
in addition to your formal statement ¢ 


STATEMENT OF HON. CHAN GURNEY—Resumed 


Mr. Gurney. Mostly, Mr. Chairman, I thought there might be 
some questions, but I do believe I can enlarge on it a little. 

In listening to the testimony this morning, I believe the Board 
would want me to say it is the Board’s belief that the possibilities fac- 
ing the trunklines when they were certificated under the Civil Aero- 
nautics Act of 1938, the potential for traflic was tremendous with the 
transcontinental routes’ long-haul carriage of passengers and mail. 
We were presented with a situation there which was entirely different 
from the one which faces the local-service carriers today. 

The big trunklines, too, were certificated just a few years prior to 
our country getting into war; consequently, during the war years, 
there were tremendous load factors realized by the trunklines and 
by all the carriers. They had a very profitable period which put them 
in a position to buy the best of equipment to keep up with the art, 
and they were certificated to the large centers which give them a 
chance really to fill up their planes and expand and get into a profit- 
able position quite rapidly. 

The trunklines at the moment have an average hop, I believe, of 
around 470 miles; in the case of the local-service carriers the distance 
between stops is somewhere around 70—71 or 72 or 73 miles. The 
local service carriers are up against the proposition of maintaining 
ground crews at shorter intervals—more of them per plane-mile flown. 
They are right in the developmental period now and many of the air- 
lines are themselves applying to have cities taken off of their route 
system and others added, and they are applying for a new segment 
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for their particular line. There is much work to be done—much 
work. 

As an example, the maintenance cost per mile flown of a DC-3- 
the cost of local-service carriers using the same airplane—ranges from 
$22 per plane per hour the plane is in the air clear up to $35 to $37 
that certain carriers are ilon per hour the plane is in the air. And 
we have quite a spread in the total cost. Some local-service lines have 
total expenditures as low as 93 cents a mile, while the high one runs 
up to around $1.25, with an average of $1.10 a mile—all using the 
same airplanes. That is not entirely due to a difference in manage- 
ment; it is the difference in their route system, and some local-service 
carriers have the further advantage of buying surplus war parts, such 
as engines. Therefore, at the moment, they can put in maintenance 
costs much lower than others. 

Mr. Hinsnaw. I was going to point out that the cost and avail- 
ability of parts today varies quite broadly on account of the fact, 
of course, that the parts come from war surplus. 

Mr. Gurney. That is right. 

Mr. Hinsnaw. And they happen to have available stocks for that 
plane. 

Mr. Gurney. I have mentioned that already. 

Mr. Hinsuaw. Whereas, if you have to manufacture parts—— 

Mr. Gurney. Then they have to pay a high price for them. 

Mr. Hinsuaw. They have to pay a high price and pay through the 
nose. And it is becoming almost impossible for people without an 
engine supply to operate engines and airplanes made 15 years ago. 

Mr. Gurney. Some of the local-service lines are in a better position 
with low-cost standard parts than other carriers. 

Mr. Hrinsnaw. Certainly. 

Mr. Gurney. But the average is around $1.10. 

Now I believe the Board would say they are in agreement that some- 
time soon, when the developmental period has progressed further, 
that permanent certificates should be given and will, in the natural 
course of things, be given. But there is much to be done. We have 
load factors for the different local-service carriers running from, I 
believe, a low of 20 percent up to a high approaching 60 percent. So 
to certificate the one and not the other it just seems to us is not the 
time to do it. This bill gives them all permanent certificates before 
we have had a complete chance to do the best job the Board can do 
under the direction of Congress, because we are an agency of Congress. 

We believe we should be allowed to continue to improve the route 
svstems to better serve the towns they serve, and to take the carriers 
off where the traffic going out of the town is as low as half a passenger 
per day. To be justified for airline service, a city should have at 
least six passengers per day. The Board has not arr ived at that figure, 
but it is somewhere in that area, in order to be economically justified. 
And at the moment the subsidy bill is 50 percent of the total cost of 
running all of the local-service lines. 

Mr. Hinsnaw. Well, that shows improvement, does it not? 

Mr. Gurney. That shows improvement; yes. 

ai Hinsnaw. I would say considerable improvement. 

Now, Mr. Gurney, there are a few members on this committee who 
were members of the committee at the time, or shortly after the time, 
when the Civil Aeronautics Act was passed and, as a matter of fact, 
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two of the older members on the committee have been members almost 
since commercial flying was born and can testify and have testified 
before the committee in executive session as to the creat difficulties 
of civil aviation and commercial aviation. I personally can testify 
to it as of 1938 on and I well remember the DST and one 7-stop flight 
which is the best flight that could be made | ¥ American Airlines from 
coast to coast. I guess it was true of some of the ia lines, but 
there were about 6 or 7 in America. And that was the DC-3 run of 
the DST from coast to coast. 

They unquestionably did not make a profit at that time solely on 
account of hauling passengers. They made a profit I presume on the 
whole because they transported mi: ail, and J question whether the air 
service rate, the compensatory rate, had nothing to do with it. 

Mr. Gurney. The net result was the Post Office got mail hauled 
much cheaper because of the hauling ot passengers. 

Mr. Hinsnaw. Much cheaper than they had before. 

Mr. Gurney. That is right. 

Mr. HInsiaw. That is the old Boeing 247 D which preceded the 
DC-—3, and the Sikorsky job and several others, which was not any 
where near as economical a vehicle as the DC—3 was. 

Since that time in ordinary commercial flying something has hap 
pened ; the DC—4 has happe ned; then the DC-6 and 7, and the Constel- 
lation, and so forth, have happened which provide for mass trans 
portation in the commercial field. But that type of thing in the local 
service has not happened, 

Now can you tell us how we can best provide these vehicles that 
are required for local service ¢ 

Mr. Gurney. It is the Board’s opinion, and I agree, that to get 
a new vehicle for the local-service carrier the best method is to pass 
the prototype bill. 

Mr. Hinsnaw. Yes, but the administration does not agree with 
you. 

Mr. Gurney. The Air Coordinating Committee did recommend to 
the President the passage of the prototype bill. 

Mr. Hinsuaw. Well, that is news to me. 

Mr. Gurney. Itis inthe ACC civil-aviation policy. 

Mr. Hinsuaw. That is news to me. 

Mr. Gurney. It was not a unanimous recommendation to the Presi- 
dent, but was a majority recommendation of the ACC 

Mr. Hinsuaw. But nobody has agreed that the formula which is 
set up in the bill which I introduced would be agreed to by the admin- 
istration, and that was knocked out. And nobody has m: ade a proposal, 
nobody has come before Congress and made a proposal as to what sort 
of prototype bill ought to be passed. I have introduced a prototype 
bill in several sessions and it has not received the approval of the 
administration—either this one or the preceding one. 

Mr. Gurney. I believe you will find the prototype bill is endorsed 
in the ACC papers now before this committee, which I understand 
Congressman Heselton had a copy this morning, and you have, too, of 
course. You will find in there where it is endorsed. 

Mr. Hinsnaw. That is news to me, but a very fine piece of news if 
it carries out and if somebody can draw a bill in accordance with the 
recommendations, and if that bill is satisfactory to the industry enough 
to get them to go ahead and build prototypes in accordance with the 
desires and requirements of the industry. 
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Now how about financing the purchase of airplanes ¢ 

Mr. Gurney. The purchase of the airplane is taken care of in the 
subsidy rate, in which we allow as a matter of expense depreciation of 
the plane over a period of 7 years. 

Mr. Hinswaw. Yes, but the man has no certificate for 7 years, and 
how can be buy them ¢ 

Mr. Gurney. It is the Board’s intention as each carrier’s route sys- 
tem is bettered and they progress further toward self-sufficiency, to 
give them longer-term certificates. 

Mr. Hinsnaw. Well that is not evidence thus far, as far as I know. 
We have had some 3-year certificates renewed, I think, for 3 years and 
in one case a 7-year ce rtificate. 

Mr. Gurney. Mohawk, I believe, was 5 years. 

Mr. Hrnsuaw. Perhaps so. Is that a matter of stated policy of 
the Board ? 

Mr. Gurney. About the only way you can say it is a policy of the 
Board is by looking at the votes when each renewal comes up where 
they are up ina highe rr echelon of progress. M: iybe I used the wrong 
word. But if their percentage of subsidy is small enough to warrant 
another certificate, I am sure ‘the Board will continue to go along with 
long-term certificates. 

Mr. Hinsuaw. It is a question of which comes first—the chicken 
or the egg. Does the economy in operation arise by virtue of just plain 
good management, or does it arise by virtue of having a good airplane ? 

Mr. Gurney. The airplane, of course, takes a few years to produce. 
You know better than I how long that takes. 

I am not referring so much to economy in operation, or making 
progress in that direction, as I am to bettering the route structures 
of each of the airlines by taking off towns that do not produce pas- 
sengers and putting them into markets, that is, small towns and large 
city terminals, to better the route structure, so that hey have an incen- 
tive and chance to get more business. In other words, to clean up their 
route. 

Mr. Hinsuaw. That could be done very quickly; could it not? 

Mr. Gurney. No, not too fast. We are now and have for a year 
or more been urging the carriers to apply to abandon service to towns 
that do not continue to warrant service. Many of the carriers have 
applied to stop serving certain towns. Then we get into the Adminis- 
trative Procedure Act and the towns come in and object, and we have 
to hold hearings that sometimes take a year or 18 months. So it does 
take some time and it cannot be done rapidly. 

Mr. Hinsuaw. What about adding larger cities ? 

Mr. Gurney. That is not so difficult, it does not takt so long if you 
add cities to a route of any carrier. 

Mr. Hrysuaw. I am thinking of what might be a large citiy to 
some small airline, but would be a very small city to a larger airline. 

Mr. Gurney. That is right. 

Mr. Hrnsuaw. And a very uneconomical city to a large airline 
which cannot afford to stop their 6’s and 7’s at such a place and they 
might perhaps petition your Commission to abandon that city and 
strike it off its route. 

Mr. Gurney. We have cases right at the moment where trunklines 
are asking to get out of certain cities—one under consideration right 
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at the moment—and the local service line has asked to go in and re- 
place the service offered by the trunk. 

Mr. Hinsnaw. On the other hand, the Air Coordinating Committee 
calls for the closing of any local service line to a trunk system on 
account of being uneconomical to the trunk system. 

Mr. Gurney. The Air C oordinating Committee policy Vy adopted by 
the President says this must not be done by chance; that we must 
approach the point of no subsidies over a period of time and recog- 
nize that we still are in a developmental period. 

Mr. Hinsnaw. You say * adopted by the President.” Let us leave 
him out; because, obviously, he does not know anything about avia- 
tion except what he is told. Civil aviation is a new subject to him; 
military aviation he probably is well acquainted with. But whoever 
submitted the report to him and received his approval, it must have 
been done as a routine thing; but we do not credit it as being “adopted 
by the President because he knew what was in it.” I do not like to 
think Mr. Eisenhower was making the mistake which is contained in 
that report, and I am sure he would not if he understood it. 

Now on page 7 of your statement you say : 

On the other hand, if the present temporary certificates were converted in their 
entirety to unlimited authorizations, such control over the amount of snosidy 
support expended would in substantial measure be lost, since the Civil Aero- 
nautics Act provides only that the Board may, after notice and hearing, “alter, 
amend, modify, or suspend” a certificate. It may not revoke except for “inten- 
tional failure” of the carrier to comply with the provisions of the act. 

The Civil Aeronautics Act, as I remember it—I do not have it 
before me—provides that under economical, and so forth, management 
they shall be entitled to get their pay for carrying the mail. 

Mr. Gurney. Over the certificated route—over the entire certifi- 
cated route. 

Mr. Hinsnaw. And the Board always has the question of econom- 
ical management and can call up the airlines on the carpet and say, 
“Now, you have not done it; we are going to cut your reward.” 

Mr. Gurney. That is right. When they are on subsidy and come 
up for a new rate, we throw out anything that is not justified under 
honest, efficient, and economical management. 

Mr. Hinsnaw. As a matter of fact, you have gone back a couple 
of years, I know—— 

Mr. Gurney. We have gone back plenty. 

Mr. Hrnsnaw. And taken it away from them, whether they knew 
about it or not. 

Mr. Gurney. In going back there are lots of mail rates, quite a 
few mail rates, decided on recently that go back ag much as 6 and 
5 years. 

Mr. Hirnsnaw. And there has been a recapture of mail pay? 

Mr. Gurney. We do recapture; yes. 

Mr. Hinsuaw. So that you have economic control over the carriers 
to a much greater extent than would appear on the surface. You 
have the life and death of these carriers in your hands, do you not 
in the hands of the Civil Aeronautics Board ? 

Mr. Gurney. Hardly. The law says we must pay what they are 
entitled to under honest, efficient, and economical management. 

Mr. Hinsnaw. However, under that honest, efficient, and economical 
management busines, they can really be put under the hammer, can 
they not? 
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Mr. Gurney. That is right; but, so far, I have not found any in the 
local service field that are not doing a mighty fine job of running the 
airline they have. 

Mr. Hinsuaw. I do not have the statistics on any specific local 
service carrier, but when you say “Where continued and significant 
progress tow: ards self-sufficiency is not demonstrated by a loc al service 
carrier, its operating authority should be terminated in an orderly 
fashion,” I guess that is a bald statement, but how long do you think 
it would take the Board to find out whether its progress towards 
self-sufficiency is sufficient to warrant the support of the Board / 

Mr. GURNEY. U ntil the Board has had a chance to do everything 
that can be done for the carrier in its area, and until the carrier itself 
has had a chance to 20 through hearings and petition the Board for 
the betterments they believe they need in order to have their place 
in the sun. In other words, give both the Board and the carrier a 
chance to get into hearings and endeavor to justify the contentions 
that are made back and forth. 

Mr. Hinsuaw. Of course there was no Civil Ae ronautics Board 
when the first grandfather clause wags enacted; the Civil Aeronautics 
Board was created simultaneously, and the several carriers which 
came into the Board were succeeded later by others in addition to the 
original 6. 8 or 9, or whatever the number was, until it got to be 17 
or 18. And they, of course, got certificates direct ; they did not have 
to go through a period of a 3-year certificate which these local service 
carriers have gone through, even though their route structure is very 
similar in some respects to the local service carriers, especially the 
long-haul trunk carriers and certificated carriers since the grand- 
father clause was enacted in 1938. Is not that right ? 

Mr. Gurney. That is right. And the ones in existence then, their 
routes were extended so that they became long-haul carriers, while 
the local service carriers are in an area with another one right along- 
side of them and they cannot expect to become a long- haul carrier. 
They must serve the towns in their particular area; that is what they 
are there for: the vy are local service carriers. 

Mr. Hinsuaw. Now you really have me excited by this sentence 

To the extent that the services formerly provided by it are clearly required to 
meet a public need, such services should be furnished by another carrier capable 
of providing service without cost or at substantially reduced cost to the Govern- 
ment. 

That means the big carriers ? 

Mr. Gurney. That means the big carriers, or the larger of two 
local service carriers, or a trunk carrier with local or cleaning up 
local service carrier routes. And further along the Board believes 
that the strong points should carry the weak points; in other words, 
the big cities should carr y the sm: ll cities. 

Mr. Hinsuaw. Then you never should have certified these short- 
haul carriers in the first place, under that theory ? 

Mr. Gurney. Well, the theory was that the country is entitled to 
airline service: And just a little off of the subject we have before 
us at the moment, I think the Board is motivated many times by 
the fact that the people of the United States pay in over $150 million 
a year in buying airline mail stamps. At the moment, we are paying 
$80 million in subsidy and $60 million for carrying the mail, which 
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is less than is paid in to the Government through the sale of stamps. 
Therefore you have around 10 or 12 million dollars a year on the 
basis of today’s sales of stamps, an excess of around $12 million a 
year, to apply on the overhead of the Post Office for their handling 
costs. Consequently there is some reason for the small cities to 
believe, a substantial right to believe, the 4y are entitled to some air 
service. And I believe the Board has followed the intent of Congress 
in providing these small cities and towns with a much air service as 
can be reasonably justified. And on that basis I think they should 
continue to exist. 

Mr. Hinsuaw. I do not quite get this sentence, as I said before— 
* * * such services should be furnished by another carrier capable of pro- 
viding service without cost or at substantially reduced cost to the Government. 

That to me is a trunk carrier. I do not know what you mean by 
that sentence if you do not mean a trunk carrier. 

Mr. Gurney. You take a local service line, for instance, that might 
run from Kansas City to Dallas. The traflic generated at Kansas 
City and at Dallas would allow service to be given to in-between 
towns, intermediate towns. That is just an example. You have 
different places like the Mohawk Airlines running between Butfalo 
and New York, with a lot of traflic coming out of New York, that 
allows service to be given to intermediate towns in New York State 
on Mohawk’s route. 

Mr. Hinsuaw. You would have a terrible time to persuade the 
long-haul carrier, if you want to call it that, between New York 
and Buffalo to take in the intermediate stops that Mohawk makes; 
I will tell you that. 

Mr. Gurney. That may be. 

Mr. Hinsnaw. And he would say right away, “You are cutting 
down on my profits by giving me that route.” And I want to know: 
Under the Civil Aeronautics Act, can you force him to take the route ? 

Mr. Gurney. No. If the city is not receiving the service it be- 
lieves it is entitled to, it can petition the Board, and the Board can 
order the airline to give it service, under the act as it is presently 
written. 

Mr. Hinsuaw. Well, I don’t want to take up the time of the com 
mittee, but it seems to me that we are on awfully thin and delicate 
ground here when we try to get the trunk carrier that doesn’t want 
it to take over the route, or a route, of a local service carrier that 
does want it, just because it isn’t able to make a profit at it at ordinary 
transportation rates. 

Mr. Gurney. I will say this, Mr. Chairman: that the Board wants 
to cooperate with the local service lines in making the local service 
line the best in its own area. That is our policy at the moment. 

Mr. Hinsnaw. Why couldn’t the policy be to extend the local serv- 
ice carriers to some bigger cities? That is the way to give it milk. 

Mr. Gurney. If the local service carrier does not connect with the 
biggest cities in its area, it is not the best job that can be done for that 
local line. It must serve the big cities in its area, and have two strong 
terminals at least. 

Mr. HrnsHaw. And some intermediate? 

Mr. Gurney. And not too many very small communities interme- 
diate that take away all its profit. 












CERTIFICATES FOR LOCAL SERVICE AIR CARRIERS 


Mr. Hrnsnaw. That is correct. Now, I will let some of the other 
boys ask some questions. 

Mr. Priest? 

Mr. Priest. Mr. Chairman, I have a question or two. 

Senator, on page 3 of your statement, you say that “it is significant 
that the Board, notwithstanding the frequent changes in its mem- 
bership, has not been able to make the requisite findings under the act 
for permanent certification on the basis of any record developed in 
the many local service cases it has decided.” Now, my question is: 
Could you give to the committee specific instances wherein there were 
deficiencies in these situations, wherein the local service lines failed 
to meet the standard required by the Board? Just what were the 
principal findings that the Board could not make, that led to that 
conclusion ? 

Mr. Gurney. Well, in the original grants of these systems to the 
local service carriers, many mistakes were made. Many contentions 
were made at the time the certificate was granted that this or that 
town, or group of towns, was entitled to that service, and the expense 
of putting the line into those towns would be adequately met by the 
traffic that would be generated at these points. 

Experience has shown that in lots of cases service to these com- 
munities is not justified. For instance, 3 towns in Texas were re- 
cently taken off of the Texas Air Line down there, just because over 
a period of 3 years the people did not use the line. So we saved the 
expense, and the airline itself can jump between two larger towns on 
a shorter route. 

I don’t know that T have answered your question fully. 

Mr. Priest. Maybe I should have gone back just a bit, in order to put 
the question more directly. You stated, which is true, that under this 
bill, if it should become law, the Board would not be given any more 
authority or power than it now possesses; that “under the present act 
the Board is directed to issue permanent certificates of public con- 
venience and necessity if it finds that the standards of section 401 (d) 
(1) of the act have been met.” 

Now, my question was with reference to the number of applications 
for permanent certificates that have been made and denied because the 
Board could not make the requisite findings in order to issue a perma- 
nent certificate. 

Mr. Gurney. Well, I believe, first, Congressman Priest, no local 
service carrier has as yet applied to the Board for a permanent certi- 
ficate. 

I willask my staff if that is correct. 

Is there any one carrier that has asked for a permanent certificate ? 
Which one? 

Mr. FrrzGeravp. I assume that most requests are for permanent 
certificates. 

Mr. Hrnsnaw. That isimportant. Let’s have the answer. 

Will you state your name? 

Mr. FrrzGeratp. Joseph H. FrrzGerrarp, Director of the Bureau of 
Air Operations of the Civil Aeronautics Board. 

Mr. Hinsuaw. Which carriers have applied for a permanent 
certificate ? 

Mr. FrrzGrrarp. I don’t have a listing here, but I think that I can 
find the information for you very quickly. 
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Mr. Priest. Would you do that? 

Mr. Hinsuaw. How many carriers have applied for permanent 
certificates ¢ 

Mr. FirzGrerawp. I think it is very safe to say, sir, that they have 
applied for temporary or permanent certificate in eac H renewal case. 

Mr. Priest. It would seem to me that the statement on page 3 has no 
meaning at all unless there have been a number applied for and denied. 
Because this seems to me very clear here. If I may, I will read it. 

It is significant that the Board, notwithstanding the frequent changes in its 
membership, has not been able to make the requisite findings under the act for 
permanent certification on the basis of any record developed in the many local 
service cases it has decided. 

Mr. Gurney. That is correct. And that statement is based on the 
finding that in each case where a renewal certificate was given, even 
for a temporary period, the Board still believed that that airline was 
in a developmental period, and much could be done in the way of bet- 
tering its route system, to put it in better shape, before a longer tem- 
porary certificate should be given, a longer term, 4, 5, or 6 years, in- 
stead of 3, or a permanent ce rtifieate should be given. In other words, 
the Board, over the years, has not yet found that they are near enough 
being off of subsidy to warrant a permanent certificate. 

Mr. Prirsr. Senator, I don’t want to take much of the time of the 
committee, but you were present, 1 believe, this morning and heard 
Mr. Nyrop’s testimony, and you heard some questions from the com- 
mittee with reference to the position in which local airlines are placed 
insofar as their financing is concerned, because of the very fact that 
they have only a temporary certificate and must face a renewal at 
frequent intervals. 

What is the posit ion of the Board with reference to that very prac- 
tical problem facing these local airlines ? 

Mr. Gurney. The mail rate, the subsidy rate, incorporates depre- 
ciation charges on any equipment the airline purchases. In other 
words, they borrow their mone y, they invest their money in stock, they 
buy their equipment, and the mail rate or subsidy rate each year in- 
cludes depreciation on the airplane itself, and so they get their money 
back. And that is the way they have been financed up to date. 

Mr. Priest. That is the method of financing. Now, take it from 
the carrier’s viewpoint. If a carrier desires to make a better showing 
and give a better service in order to put itself in the position of hav- 
ing a more valid argument for a permanent certificate, and desires to 
invest rather heavily in new equipment, what is the situation of that 
airline in facing a financial circumstance of that sort? What is there 
to protect it? Or let us put it the other way: What is there to encour- 
age a local airline to improve its equipment and invest sums and take 
a venture, a risk, in facing the future under temporary certificates? 

Mr. Gurney. The Board would have no difficulty in allowing an 
airline to do that if there was an airplane available that the manu- 
facturer could show would operate on at more economical basis. Up 
to the moment, there has been no airplane available that would do 
a better job than the DC—3’s that they are presently using. 

Mr. Priest. I will yield to the gentleman from Indiana. 

Mr. Beamer. Isn’t one of the reasons that no such plane has been 
developed the fact that these local airlines couldn’t get permanent 
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certificates? Would that be one of the reasons why such an airline 
were not developed ? 

Mr. Gurney. That is possible. But, of course, as I said just previ- 
ously, the Board does take care, under the law, of ' depreciation on 
any equipment that is seen to be fit for their kind of service. In other 
words, they go out and buy a $90,000 DC-8 airplane today, and they 
would be allowed de} reciation on that over a pe riod of 7 years. 

Mr. Priest. I yie 14 to the gentleman from Massachusetts. 

Mr. Hesevron. I understood you to say the Board would be in a 
position to take care of the situation. Would that be any other method 
than by allowing this depreciation ? 

Mr. Gurney. No, that is the only way they could take care of it 
under the law. 

Mr. Hrsevron. This may have been asked, Senator, but I was won- 
dering: I do know that two of the airlines, feeder lines, have 7-year 
certificates. I would assume it was obvious that a 7-year certificate 
would be much more de sirable than a 3- or a 4 year certificate. 

Mr. Gurney. From the airlines’ standpoint, ves. 

Mr. Hesertron. What was the Board’s reason for not increasing the 
per iod gener: ally across the board to 7 yei ars ¢ 

Mr. Gurney. Because we wanted a agi to look at the certificate 
at shorter intervals, look at the certificate and see, in a renewal pro- 
ceeding, whether their route is the bik one for that airline, and give 
the airline a chance to tell the Board how they would imp ‘ove the 
route, what different towns they would like to serve. They might 
want to take off some and add some. So a renewal period comes up, 
and that gives both the airline and the Board the opportunity that 
is needed. 

Mr. Hrserron. You said in your statement that the effect of the 
passage of this bill would be to put the Board under the act in a posi- 
tion where it may not revoke except for intentional failure of the 
carrier to comply with the provisions of the act. Quite apart from 
the renewal, doesn’t the Board have other powers to release the opera- 
tion of airlines under a certificate ? 

Mr. Gurney. We have plenty of powers, I believe, at the present 
time, Congressman, but it 7 as to come up in a petition from the city 
for service, and possibly they are already served by another line. 
We have got to go into a hearing. And that takes about a year. 

Now, as these renewal certificates come up, every 3 years or 4 years, 
or 5 or 6 years, we get a chance to look at the whole picture 

Mr. Youncer. Mr. Gurney, don’t you have that right every year 
when you review their subsidy ? eh 

Mr. Gurney. If they are giving too much service to a line, when we 
review their subsidy, of course, we would have to agree to cutting out 
a flight if we are giving them too many. 

Mr. Youncer. You have it up every year when you are considering 
their subsidy, for a full survey of their routing, and if there is any- 
thing wrong you could cut it out. 

Mr. Gurney. The routing comes up at the end of their renewal 
period, at the expiration date of their temporary certificate. 

Mr. Youncrr. I understood you to say a while ago that in connec- 
tion with the termination of the subsidy, every year you review their 
routing, and if they have some stop that is obviously expensive, you 
could make adjustments at that time. 
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Mr. Gurney. We always have to start an investigation, Congress- 
man Younger, and if Podunk, in any State, isn’t showing up, the 
Board would have to start an investigation and say to the airline: 
“Why should you not discontinue service there ?” 

Mr. Youncer. That is right. 

Mr. Gurney. And then the airline would come in and say, “Well, 
the traffic is not enough to warrant service to that town ;” and the city 
would come in, and they would be heard, under the Administrative 
Procedure Act, and they would say, “Well, we are going to do better. 
We are doing this or that, and the chamber of commerce is going to 
get out and drum up business. And therefore we think we should be 
continued on the line.” 

Well, after about a year’s time you would be able to make a de- 
cision on that particular point. 

Now, all the points on that service line would come up at the time 
the temporary certificate comes up for renewal. And that is when 
the Board gets a chance to decide whether or not that carrier should 
be given another renewal of the same length of time, or, if they haven't 
progressed enough, we could give them a short-term renewal. That 
is my feeling, and I believe that is the feeling of the other members 
of the Board. 

Mr. Hesevron. I am not too clear about the period of the certificate. 
Does it work that when a line is first certificated, it is certificated for 
dyears? Isthat the invariable practice / 

Mr. Gurney. I believe that was the original practice, to give them 
all a certificate for 3 years, and when they came up for the next re 
newal those that had progressed farthest were given longer-term 
certificates. 

Mr. Ilesetron. Were they automatically given 4 years, or 5 year 
or 7 years? 

Mr. Gurney. Not automatically. It is in the discretion of t] 
Board at the time they hear the evidence. 

Mr. Hesevtron. When a line is given a certificate for 7 years, it 
would seem to me, as the ordinary layman, that they were next doo 
to a permanent certificate; that the reason they were given a 7-year 
instead of a 3-year certificate was that they had shown very consider 
able progress and substantial promise of further progress. So I am 
a little at a loss to understand why a line should be rewarded with a 
7-year certificate and not rewarded with a permanent certificate. 

Mr. Gurney. Just, for instance, that one 7-year certificate has come 
up for consideration in part just lately. And we found that some of 
those towns are not giving the business that was anticipated at the 
time the 7-year certificate was given. Consequently, we are going 
into some kind of an adjustment with the airline to better its route, 
even before the 7-year period has expired. And that, in my opinion, 
justifies the Board in giving a long-term certificate, but nevertheless 
temporary, until we are all sure that we have done the best job possible. 

Mr. Hesevron. Has there ever been an instance where a so-called 
long-term certificate has been extended, and then the period lessened 
at a subsequent date? 

Mr. Gurney. No. 

Mr. Hersetron. I still don’t quite understand what more a line that 
has a 7-year certificate would have to show in order to justify the giv- 
ing of a permanent certificate. | 
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Mr. Gurney. Show revenues more nearly up to the point where 
they will cover the total expenses that are being subsidized. 

Mr. Hesevron. In other words, it would be a question of eliminating 
or nearly eliminating the subsidy element ¢ 

Mr. Gurney. That is right. 

Mr. Priest. Mr. Chairman, I have just one more question, and then 
I will yield back to the Chair. 

Do you agree, Senator, that a 7-year certificate will be of assistance 
to an airline in its financing and in acquiring new capital, over a 3-year 
certificate ? 

Mr. Gurney. Yes, I do, and I am sure the airline will so testify. 

Mr. Priest. That, Senator, is my opinion, but I find it a little hard 
to make that opinion fit in with your statement on page 13, the last 
page of your statement, where you say : 

Permanent certification is not necessary to the acquisition of new capital, and 
we perceive no other valid reason for short-cutting the orderly procedures laid 
down by the Congress in the Civil Aeronautics Act. 

It seems to me that if we agree that a 7-year certificate has advan- 
tages ove ra 3-year certificate insofar as acquiring new capital is con- 
cerned by the same token and with the same logic we could assume 
that a permanent certificate would have still greater advantages in 
acquiring new capital. 

Mr. Gurney. I will agree with you, Congressman Priest, that a 
7-year certificate is next door to a permanent certificate. But the 
Board did not give a permanent certificate, because they are sure that 
x better job can be done in bettering the route system and the poten- 
tial for earning money for that airline. 

I might say that we are having a litle difficulty in getting the subsidy 
required for next year’s operation, as you know, and I was glad to 
hear Mr. Nyrop’s statement that he believed the Board was com 
pletely justified in asking for the subsidy which we did ask for. 

Mr. Priest. Mr. Chairman, that will be all for the time being. 

Mr. Hinsuaw. Mr. Wolverton ? 

The Cuarrman. Mr. Gurney, have you ever granted a permanent 
certificate, after a 7-year / 

Mr. Gurney. No, no local service line has yet got a permanent 
certificate. 

The CHatrrman. Is it possible? Would you have the power? 

Mr. Gurney. We have the power now. 

The CuarrMan. It seems very strange to me that after you have put 
an airline through the paces, so to spe: ak, and you come to the conclu- 
sion that they should have a 7-year certificate, after that has operated 
as satisfactorily as you would expect— why isn’t it given a permanent 
certificate? You don’t take any license away from a regular carrier, 
do you, that has been granted a certificate, because it obtains a 
subsidy ¢ 

Mr. Gurney. In the first place, this particular airline that got a 
7-year certificate first had a aaa -term certificate and they ‘have 
not yet come up for renewal at the end of the 7-year period. 

The Cuarrman. Have you had any that have come up as yet after 
a 7-year period ? 

Mr. Gurney. I am sure none have come up for the third renewal 
after a 7-year period. There are some of them that have come up for 
the third renewal after two 3-year periods, or are now coming up. 
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The Cuarrman. Do you determine that on the question of subsidy 
alone ? 

Mr. Gurney. That is right; the progress they have made toward 
self-sufficiency. 

The CHairman. Would you take into consideration that they are 
giving a service, and that their feeder service is helpful to the long 
distance line? 

Mr. Gurney. Yes, we do take those into consideration; also the 
benefit they are to national defense in keeping the machinery in op 
eration in case of an emergency. W hether the “y have progressed or 
not toward self-sufliciency is based mostly—mostly, I repeat that 
cn how the communities support that airline. If the communities are 
not supporting that airline, giving it the business it is entitled to from 
towns of that size, of course the airline can’t approach self-sufficiency. 
So it is a question of how much business they are getting out of the 
community; whether the community wants it and is supporting it. 

The Cuamman. It really doesn’t seem to me to tie in with the fact 
that you do grant permanent certificates for lines that are still get 
ting a subsidy and continue to get a subsidy ; and why you should 
make that such a determining factor to feeders is a little difficult for 
me to grasp. 

Mr. Gurney. Well, the trunklines started in with high subsidies, 
and the whole effort down through the years has been to make not 
only the trunklines but the local-service lines, too, self-suflicient, to 
cut down the subsidy and the cost to the taxpayer. And we have pro- 
gressed through a pretty good period of business for the trunklines, 
and all but three have arrived at a point where they are no longer 
receiving subsidy. In the local-service field, some of them have done 
a great deal better than others. They have better route systems. But, 
nevertheless, on the average these 14 carriers are still vetting half of 
their support from subsidy, Half of their money comes from pas- 
sengers and compensation for carrying mail, and—this is in general 
terms—half of it comes from subsidy, They have a total expenditure 
for 1953 ef $53,950,000, and subsidy and mi ui pay of $24,247,000. So 
it is just a little under 50 percent, the subsidy is. 

Mr. Priest. Is there any separation there, any breakdown of the 
$24 million figure ? 

Mr. Gurney. I had made that statement. There is about one 
million-four-thousand-odd for mail pay and $24 million for subsidy. 

Mr. Witutams. I have to leave, and J appre iate the Chairman @1\ 
ing me an opportunity to ask these questions now. 

My observation of the operations of the CAB over the period 
the last 8 or 10 years has been that it has, in general, done a mag 
nificent job. 

Mr. Gurney. I think so, and I have only been a member a few 
years, but I do compliment the previous members for a good job done. 

Mr. Witurams. So the growth of civil aviation in America has been 
a sound and a healthy growth. 

However, I am inclined to believe, in view of some of the positions 
taken by the CAB on certain matters, such as the one be fore us now 
that perhaps the policy of the CAB might, to some extent, defeat it 
own purpose. 

With that in mind, and to give you an example of what I mean, 
isn’t it a fact that as the airline begins to operate more and more it 
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the black, or less and less in the red, the subsidy paid to that airline 
decreases proportionately ¢ 

Mr. Gurney. That is right. 

Mr. Wituiams. And eventually, of course, when the airline reaches 
the point to where it is economically self-sufficient, that subsidy is re- 
moved, There Is ho | neer a need for a subsidy sono subsidy Is paid. 

Now, is that a correci version of the subsidy situation ¢ 

Mr. Gurney. That is right. And then, too, there is the effort that 
had to be made over the years each year to get from Congress the 
necessary amounts of money; not especially for local-service lines 
but for all the lines, including the international carriers. That runs 
into huge amounts. 

Mr. Witi1ams. With respect to the matter at hand, do you believe 
that any of these airlines can ever get themselves out of the red so 
long as they operate on temporary certificates and must come back 
periodically and renew those certificates / 

Mr. Gurney. Not unless we get a new airplane that will give us a 
profit even when they have to land at every town on their route. Short 
nops mean heavy expenses, and they have to land; the average is once 
every 73 miles. 

Mr. Winuiams. Well, assuming that they have a good route, vet they 
must come back and continue to get their temporary certificates re- 

ewed, the net effect of which is that they can’t make plans over 5 or 
t years in advance, and that, of course, means that long-term capital 
is not available to them for that reason, and they can’t make a planned 
expansion for the purchase of new equipment. Do you think under 
those circumstances it would ever be possible for any of these com- 
panies to get themselves out of the red and become self sufficient 6 

Mr. Gurney. Without the plane, the new plane, that would operate 
more economl ally on this kind of a route system that the local service 
companies have, { hey aren't frolng to have a chance to get ent irely free 
from subsidy for a long time, no matter whether they have a tempo- 
rary certificate or a permanent certificate. 

Now. these subsidies, that have been increasing from $11 million in 
1948 to $24 million in 1953, do not mean that that is just for the route 
miles that they had in 1948. We have added plenty of cities to each 
airline. We have taken off some, too, but in general the route mileage 
is lon ver, 

Mr. Wituiams. Don’t you think that as time goes on and as air- 
planes increase in speed, as the airlines eventually convert to jet air- 
eraft, the trunklines will have to lenethen their runs? And, of course, 
will not that mean cutting off some of the cities that they now serve ¢ 
Obviously the importance of the feeder airlines will continue to in- 
crease tf hrough the years as C1\ il aire! a ft are developed. 

Now, I wonder how many of the trunk airlines, the larger airlines, 
had gotten themselves on a self-sufficient basis before they were issued 
permanent certificates 

Mr. Gurney. They were issued permanent certificates under the 
erandfather clause in the act when it was passed in 1938, and so each 
addition to their route system after the act was passed was incorpo- 
rated in their permanent certificate. They have always had a perma- 
nent certificate for whatever mileage had been authorized. 

Mr. WitutaMs. You state on page 11 of your statement: 
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It is possible that if the present temporarily certificated carriers were given 
unlimited authorizations, their financing plans and programs could be more 
easily carried out. 

Lam wondering if you would concede that the word “possible” might 
be changed to “probable”; that it is probable that they could bette: 
work out their financial plans under those circumstances / 

Mr. Gurney. I will concede that ; yes. 

Mr. Hinsuaw. If the gentleman will excuse me at that point, I will 
say that is the construction of the whole business, as to whether you 
velieve it is possible, or probable. You have to believe it Is pre bal le 
or you can't do this. If it is only a bare possibility, then it is unlikely 
that vou would want to. 

Mr. Winutams. I believe he conceded that it would be probable that 
could be done. I think that stands to reason anyhow: that, if they 
could plan over a long range period, they could better budget and 
plan their activities, and that they could operate actually with a great 
deal more efficiency. 

Now, isn’t the Board, by keeping them on these temporary —_ 
cates and forcing them to come back to renew that certificate at inte) 
vals of 2 or 3 years, making it virtually impossible for them to velenanll 
their operating m ‘thods and their operat! ng effici ency ¢ 

Mr. Gurney. The Board does not think so. The Board believes 
that each local-service line has so far been able to finance the necessary 
equipment, and the Board is presently authorized under the law, by 
taking care of dais ‘clation charges to allow this company to recoup 
its financial investment and keep its capital intact. And the Board's 
only reason for making short-term renewals is so that they can have 
a recurring period, a short time, to look at their route system and see 
what changes could make it better for that airline to operate. 

Mr. Win \MS. If the issuance of permanent certificates would facili- 


tate the operations of feeder lines, thus making it easier for them to 
reach thei ir eventual goal of self-sufficiency, then wouldn’t that also be 


/ 


cont “expats le ssening the amount of subsidy ¢ 

Mr. Gurney. Well, it would make it harder for the airlines to them- 
selves work into a more nearly free subsidy position. Because, if you 
certificate permanently now the routes they now have, that would 
mean the Vy would have to oive se rvice to loss points, 

Mr. Hinsuaw. Will the gentleman yield? 

Just to comment on that for a second, I think that is participati 
in management in a big way. The Board is participating in manage 
ment when they take that kind of a position. 

But | would like to read to the Senator a paragri ap yh from a report 
on H. R. 6482, a bill to provide for Federal participation in the design, 
development, and service testing to transport aircraft suitable to the 
needs of the local service airlines and for other purposes, where the 
Bureau of the Budget, et cetera. 

The De ‘partment of Commerce op posed enactment of that bill for 
the following reasons—that was H. R. 3607, a similar bill: 

(1) It is doubtful whether the local service airlines would be in a financial 
position to purchase new transport aircraft even if suitable new planes were 
developed. 

(2) If there were in fact a substantial market for new local service aircraft, 
the current financial position of the major aircraft manufacturers would enable 
them to devote private funds to the necessary developmental work. 
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And (3), helicopter development already being stimulated by military orders 
may meet the needs of some of the local service airlines. In view of the above 
considerations and the special importance at this time of limiting Federal ex- 
penditures to programs which are clearly essential, the Bureau of the Budget 
recommends against enactment of the legislation providing for Federal financial 
aid for the development of the local-service transport aircraft. 

And then it goes on with some other things. But with the Bureau 
of the Budget taking that position, at the instance of the Department 
of Commerce, I would like to know how the Civil Aeronautics Board 
expects us to get such a bill passed, even though the Civil Aeronautics 
Board may be in favor of it. 

Mr. Gurney. Well, the Board has consistently been in favor of a 
prototype bill ever since Mr. Nyrop was chairman, and the Board 
worked out the bill which was sent up here with our full approval 
And I think you approved of that suggestion made by the Board af 
that time, and still do. 

Mr. Beamer. It passed the House at that time. 

Mr. Hinsuaw. I| think it passed the House. 

We are up against this proposition: Whether the local airlines 
would be in a financial position to purchase new aircraft even if 
suitable new planes were developed. 

The thing to do and the answer to that is to get them in a financial 
position so that they would be able to buy the new aircraft: isn’t 
that right ? 

Mr. Gurney. That is right. 

Mr. Hinsuaw. And therefore we needn’t quibble so much over 
whether they are getting a million dollars or a million and a quarter 
dollars or a million and something dollars, so long as we get them 
in that financial position. Because that is the same position through 
which all airlines have gone. They come up to the point where they 
can’t get any further on account of the airplane. And then a new 
airplane is developed. It probably is an outgrowth of a bomber. 
And it might be the DC—6, the Boeing 347, or something like that. 

And they go ahead. They make a big surge forward. But these 
fellows are stopped. They are stopped dead in their tracks, be- 
cause there is no airplane to re place the DC-3. And nobody is devel- 
oping one. And the Bureau of the Budget says, “Why bother. They 
can’t buy them anyway.’ 

Mr. Gurney. Mr. Chairman, I am sure that your objective and 
the Board’s objective is the same absolutely. We want to be as helpful 
as possible. The Board is just of the opinion that the Board has 
not had a chance yet, nor have the airlines had the total chance needed, 
to get their route systems in shape so that they can with complete 
justification ask for a permanent certificate. ‘There is a bigger job 
to be done before the Board would recommend that they be perma- 
nently certificated with the routes they now have. 

Mr. Hinsuaw. I yield again to Mr. Williams. 

Mr. Witx1aMs. On page 3, you indicate that one of the reasons the 
Board takes a position against this bill is that in its opinion— 
the results so far are not sufficiently conclusive to make it feasible to determine 
the final structure of the local air routes or the volume of Government support 
which may be justified in operating those routes, 

I believe the average age of the feeder airlines now in operation is 
about 514 years, and some of them have operated 9 years. 
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In your opinion, how long a time would be required in order to 
make that determination ? 

Mr. Gurney. Well, it depends on the policy of Congress, but they 
have got to be nearer a subsidy free position than they presently are. 

Mr. Hinsuaw. Will the gentleman yield? Has the Congress made 
that determination, Mr. Gurney / 

Mr. Gurney. No. It is the Board’s interpretation of the powers 
and responsibilities given us under the act, that has made the Board 
come to that decision. 

Mr. Hinsuaw. Yes, but that is not a determination of the Congress. 

Mr. Wiuurams. Well, now, don’t the convenience and necessity 
characteristics, you might say, of the airlines, coincide also; doesn't 
the public interest parallel the interest of the airline itself? 

Mr. Gurney. No, in lots of cases the public interest, that of the 
communities that want to be served, far exceeds the desire of the air 
carrier to serve that point. 

Mr. WituiaMs. Isn’t the law sufficiently flexible now, and wouldn't 
it be sufficiently flexible even under this bill, for the Board, working 
with the airline, to work those matters out administrat ively ¢ 

Mr. Gurney. Well, it would take longer to take a city off of an air- 
line with a permanent certificate than if they had a temporary certi- 
ficate. 

Mr. Wittiams. For what reason? Don’t you have to make the same 
showing of fact in both cases ? i 

Mr. Gurney. Yes; but we wouldn't have recurring periods where 
the certificate would come up for complete review. 

Mr. Wiuuiams. But the Board could make that determination. This 
legislation would just make it a little more difficult ¢ 

Mr. Gurney. That is right. 

Mr. Wuu1Ams. Do you have any suggestions, in the event this bill 
should be enacted, as to what Congress might do to provide that 
permanent certificates might be issued to these carriers and at the 
same time make it possible for the Board to make these determinations 
without that extra delay ¢ 

Mr. Gurney. I would like to present the problem to the Board and 
send up any suggestions that we may have in the way of language that 
would be he ‘Ipful to that end that you are talking about. 

Mr. Hinsuaw. May I, on behalf of the committee, invite the Board 
to send any suggestions that it has along that line up here as quickly 
as possible, because we want to handle the matter with expedition. 

Mr. Gurney. I will try to get them to you this week. 

Mr. Priest. The granting rofa permanent certificate to any one air- 
line doesn’t arbitrarily freeze the routes in existence at that time and 
the cities on those routes, does it? It is still a question of some discre- 
tion with the Board ? 

Mr. Gurney. Yes, but I have got to answer that question that it 
would make it much more difficult to change the route of an air carrier 
if they had a permanent certificate. 

Mr. Priest. As a matter of fact, the trunklines frequently are filing 
applications for changes in their routes, aren’t they, dropping a city 
here, adding one somewhere else, extending into other areas 

Mr. Gurney. And in each instance the community comes in with 
possibly an opposite request. They want to stay on the trunkline. 
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But we have recent requests from cities where they want to get off a 
trunkline to get onto a local service line. 

Mr. Witi1ams. On page 2 of your statement, you say: 

It should be emphasized that H. R. 8898 would not give the Board any power 
it does not now possess. Under the present act the Board is directed to issue 
permanent certificates of public convenience and necessity if it finds that the 
standards of section 401 (d) (1) of the act have been met. These standards 
are the traditional ones of fitness, willingness, and ability on the part of the 
carrier applicant and of the public convenience and necessity for the service on 
a permanent basis. 

Now, doesn’t the Board have to make those same findings in the 
case of issuing a temporary certifiate ? ; 

Mr. Gurney. That is right. But we haven’t had enough experience 
with air service in that particular town or on that particular segment 
to know whether or not it would be a paying proposition or too much 
of a losing proposit ion to certificate it permanent ly. 

Mr. Witurams. That is all. 

Mr. Hinsuaw. Any other questions ? 

Mr. Hate. I am sorry that I have had to be out quite a bit today, 
so | haven’t heard all of your testimony. I just want to ask one ques 
tion. What do you envisage as the long-range future of these feeder 
airlines ¢ 

Mr. Gurney. That is quite a large question. If they get a much 
better airplane for this short-hop job they have got to do, then we 
can much more quickly certify them permanently. But their job is 
to give service to the communities that just couldn’t support the stop- 
ping at their communities of these big airliners, modern airliners, as 
we know them today. 

Where the traffic doesn’t justify the big planes, the feeders have 
got to do the job, and will continue in existence for a long time. 

Mr. Hate. You say the feeders will continue in existence for a long 
time ? 

Mr. Gurney. That is right. 

Mr. Hate. Won't they continue in existence indefinitely? Can you 
put your finger on a point in the calendar and say, “Feeders will 
cease before we get to this” ? 

Mr. Gurney. With the art advancing as rapidly as it does—in 
other words, at the end of World War II, who would have thought 
that a helicopter might be within a few years of being available for 
local service? Now it looks as though it might be, in a couple of 
years, an economical machine to handle this short-hop job. So it is 

yretty hard to look into the future. But certainly this feeder business 
and local service lines are going to be with us a long time. They are 
necessary for the economy of the smaller community. 

Mr. Hate. Are the technical limitations of the DC-—3 the real stum- 
bling block of the whole problem ? 

Mr. Gurney. That is right. Possibly we shouldn't lay it all to the 
DC-3, because the DC-3 can operate on a 500-mile jump with, 
say, a 75 percent load factor, and make a profit. But when you make 
it stop every 71 miles, then is when you get your losses. And you 
have got increasing expenses to the local service carrier itself in main- 
taining these big crews at all these small places, with short distances 
between each point. 
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Mr. Hare. Assume that you could get a helicopter to do cy job: 
At what speed would the helicopter have to operate in order to be 
= with truck or rail hauls ? 

Mr. Gurney. They will have to go—I am just guessing now—doing 
the best I can—150 or 200 miles an hour, somewhere around that. 

Mr. Hate. Aren't there helicopters that are doing 150 now? 


Mr. Gurney. Yes. But they can’t carry enough payload, and we 
do not yet have a twin-engine he ‘licopter that is big enough to be eco 
nomic. At the present time helicopters only carry a small number of 
passengers, up to 6 or 7. The costs for maintaining them in the air 
per hour are prohibitive as compared to the rates the publie is used 


to pay Ing fora ride ona I IC 

Mr. Hare. And is that the basic reason why you are so committed 
to this short-term policy ? 

Mr. Gurney. No, the basic reason is that we do not believe that 
7 kg ae ag pn period is over for the local service line. We feel 
= a better job can be done, and it will take a few more vears to get 

sie done in the way that it ought to be, in our opinion. 

“Mr. Har. I should think that your policy would hamper the de 
velopment of the lines. Why doesn’t it 7 

Mr. Gurney. We have not thought so. The local service lines so 
far have been able to get the finances to get the necessary equipme nt. 

Mr. Harr. How can a feeder line make plans for the future if it 
doesn’t know eiabiion it 1s eomMe to get a ce rtificate from one year to 
the other? I just don’t see why anybody puts money into a feeder 
line at the present time. 

Mr. Gurney. Experience has told them that if they do a good job, 
and their load factors in their business are about the average of what 
all the local service lines are doing, they are not going to have any 
trouble in getting a renewal. And they are going to have a chance, 
at the time their certificate expires to ask for a different route and a 
better route. 

Mr. Hate. Experience has told them that, but the CAB doesn’t? 

Mr. Gurney. Yes. We have only terminated the certificates of 
very few service carriers. One was up in your territory, Wiggins, 
where it was costing the Government, I think, $10 or $11 to $1 of 
revenue from passengers: and the other one was approximately the 
same, the Midwest Air Line. Otherwise they have all been renewed. 

Mr. Hate. The ordinary laws of economics are going to put an 
unprofitable operation out of business anyway, aren't they? 

Mr. Gurney. Not when you continue to give them subsidy, Con 
gressman, like we did with Wiggins Airlines and Midwest for a num 
ber of years. Where the subsidy isn’t too great, the CAB has renewed 
their certificates. That is the experience. And so far there are only 
three local service carriers that have had their certificates terminated. 

Mr. Trornperry. Senator, as I understand it, the Board feels that 
they would rather have temporary certificates for the local service 
carriers, because you feel that it will aid you in developing better 
routes for the local service carrier ? 

Mr. Gurney. That is right. 

Mr. THornperry. What occurs to me is that the Board just doesn’t 
like for the communities to come up and have an opportunity to be 
heard upon whether or not they ought to be removed from the routes, 
and the Board feels that having this axe on the renewal of temporary 
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certificate will allow the Board to tell the carriers themselves that 
they ought to eliminate the communities. Is that right? 

Mr. Gurney. On the contrary, Congressman, we like to have the 
communities come in and testify before the Board as to the need for 
air service. And the history of the Board will show that we have given 
the communities that chance to be heard each time. 

Mr. Tuorneerry. Each time you have been asked about what you 
do in the case of the carriers that have permanent certificates, you 
have brought up the point that when the communities come in and 
protest under the Administrative Act, they are entitled to a hearing, 
and it takes you a little longer. 

Mr. Gurney. And we continue the service to that community until 
the case has been decided. 

Mr. Trornnerry. But in the case of the temporary certificate, you 
can use the question of whether you renew it or not to eliminate that 
time and the opportunity to be heard under the Administrative 
Procedure Act. 

Mr. Gurney. But when they come up for renewal, the cities can 
come in, and do come in, and we send our examiners out in the field 
so that it will be easy for the communities to testify. 

Mr. ‘THorneerry. I am not going to press the point, but the dis- 
tinction you make does not seem clear. 

The other point I want to ask you about is, as I believe you have 
testified, that you feel the local service carrier ought to be reasonably 
free of subsidy before they receive a permanent certificate. 

Mr. Gurney. That is right. Well, not quite that. I say before 
they receive a permanent certificate, we should be sure that the Board 
and the airline has done the best job of making their route the best 
in that area that it can be done. 

Mr. THornperry. But you said something about being free of 
subsidy a little while ago. 

Mr. Gurney. When you do get it to that optimum point where 
it is the best route system that can be figured out in, we will say, Texas, 
Oklahoma, or any place down there, in that area, then it is time for 
the carrier to apply for a permanent certificate. 

Mr. Trrornperry. Doesn’t the Board feel that as to these trunk 
carriers, over the history of civil aviation, the Board and the aviation 
transportation interests have made a pretty good record on cutting 
down on the subsidy ? 

Mr. Gurney. That is right. But they don’t have to serve the 
high percentage of small communities. And therefore they have had 
a chance to get away from subsidies a whole lot quicker than the 
local service lines have had. 

Mr. Trrorneerry. Senator, isn’t it true that from the beginning 
up until now there has been a reduction in the number of com- 
munities and towns that have been served by the local service carriers 
since they originally started ? 

Mr. Gurney. I don’t know if that is so or not. 

Mr. Hrnsnaw. A reduction of the communities on a given route, 
you might say, but not necessarily a reduction in the cities, overall. 
Because new routes have been granted, new miles. 

Mr. Gurney. Since 1938 new routes have been added, so that I 
believe an increasing number of towns have been served by the trunk 
system. 
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Mr. Tuornserry. What I am getting at: Has there been an 
elimination of towns on « route? 

Mr. Gurney. Oh, yes, and they have been given to local service 
carriers and sometimes service has been suspended to this or that 
point. Nogales, Ariz., was taken off of American not too long ago. 

Mr. THornperry. The whole thing is that the Board is not going 
to be deprived of the authority to give consideration to whether 
routes ought to be changed or communities ought to be removed from 
the ser : ice of the particular carrier, if this legislation is passed. 

Mr. Gurney. If the bill is passed, I hope the Board will have a 
chance to look at whether the service is being used out of a com- 
munity at recurring periods. 

Mr. Hinsnaw. I warned you that from the tenor of the questioning 
thus far it is quite probable that the bill will be passed out. And 
1 would suggest again that if the Board gets its report in this week 
as to probable amendments or amendments it would recommend, we 
will be able to act on it. 

Mr. Younger ? 

Mr. Youncer. I have several questions here, Mr. Gurney. 

On page 3, referring to the same statement that my colleague, Mr. 
Williams, read: 

In our opinion, the results so far are not sufficiently conclusive to make it 
feasible to determine the final structure of the local air routes 
and so forth. 

Now, can one assume from that that there should be no fear on the 
part of the local carriers that because the trunkline has applied for 
their routes, they will get them ? 

Mr. Gurney. Well, I hardly can answer that question, because we 
have a case before the court at the present time, or not before the 
court, but we do have a case like that presently before us, and it is 
being considered. 

Mr. Youncer. I realize that, and that is why I ask the question. 
Because you make a very definite statement here, that you are not in 
a position to decide that question. 

Mr. Gurney. Well, our quasi-judicial position that we have under 
the law says that we cannot make our decision until all the evidence 
is in. 

Mr. Youncer. Well, you have already made it, here in your own 
statement on page 35. 

Mr. Gurney. And so far the Board has not made any finding that 
any local service carrier has progressed far enough toward self-suffi 
ciency to give them a permanent certificate. 

Mr. Youncer. “Not sufficiently conclusive to make it possible to 
determine the final structure of the local air routes.” Now, if that 
is a statement of fact, then the Board couldn’t possibly entertain a 
request from a trunkline to take over any of the local air routes, be 

‘ause the Board is not in a position to determine that, according to 
your own statement. 

Mr. Gurney. Well, as to those communities on this particular route 
that you may be using as an example, or just any hypothetical 
route—the cities will come in and say which service they would like 
best. They see what service they are now getting. The Board would 
judge if they would get better service under a different plan, or not so 
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good service under a new plan. And then they would come out with 
a final decision. 

Mr. Youncer. Then this statement can be written off. I think 
there are several statements here, Mr. Chairman, that you would want 
to use your senatorial prerogatives to revise and extend. 

Mr. Gurney. I haven't got any. I am a defunct Senator. So go 
after me. 

Mr. Youncer. For instance, this statement is very perplexing to 
me, and I ask you again if it is true. 

One of the reasons why you say that you would not issue a ¢-year 
certificate instead of a 3 or a 4, is that you want a more frequent 
aiaka to look at the operation. That is a true statement / 

Mr. Gurney. Yes. 

Mr. Youncer. All right. Is this a true statement: You have one 
7-year certificate now, in which you are now looking at part of the 
operation of that 7-year certificated carrier. Is that a true statement ¢ 

Mr. Gurney. We are talking with the carrier itself about its in- 
creased need for subsidy, saying to the carrier, “What can we do to 
make your route better?” If we decide between us what changes need 
to be made, then we will ask the carrier to apply for that ¢ hange. And 
then we give the cities a chance to come in and testify, and we will 
arrive at a decision. 

Mr. Youncer. All right. But let’s get back again. You make the 
statement that you are examining part of that route. You are examin- 
ing it now. ‘The carrier has a 7-year certificate, and you are now 
in the nie ess of examining part of that route. 

Mr. Gurney. That is right. We review the whole route every time 
a new mail rate request comes up. 

Mr. Youncer. Yes. But you are now in the process of reviewing 
part of that route. Is that true? 

Mr. Guerney. That is right. Not in a formal way. Informally 
with the carrier. 

Mr. Younger. Informally or formally, you are going to get a result 
out of it. You will reach some result, won’t you, either informally 
or formally ? 

Mr. Gurney. Yes, sir. 

Mr. Youncer. So it doesn’t make any difference the method you 
use. Is there any reason why, if you look at a part of a route, you 
couldn’t review the whole route? In other words, is there anything 
in the regulations or in the law that would prevent you from looking 
at the entire operation, if you can look at part of the operation ? 

Mr. Gurney. Well, custom and experience lead me to answer you 
in the negative and say that the Board did decide a few years ago 
to give a 7-year certificate, and basically the certificate is all right, 
and they wouldn’t review the whole thing until the expiration date 
of the certificate. 

Mr. Youncer. You mean, that is a pledge that goes with the 7-year 
certificate, that the Board will not look at their full operation at any 
time during those 7 years? Is that a commitment ? 

Mr. Gurney. Look at it in the way of changing the route structure? 

Mr. Youncer. Yes. 

Mr. Gurney. We look at it periodically if it is getting out of line 
on a subsidy demand. 
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Mr. Youncer. Now, that is the point. I mean, here is the thing 
that is confusing to layme n. You say that yeu do not want to issue 
a 7-year certificate, because you don’t want to issue a long certificate, 
because you want more frequent opportunities to examine the 
operation. 

Mr. Gurney. Examine the whole route structure. 

Mr. Youncer. All right. And yet in the record you will find state- 
ments by you that at the time of the subsidy you review the entire 
oper: ation, and that you are rev lewing now part of the operation ofa 
(-vear certificated carrier. Now, cert: ainly if you can review part of 
an operation, unless there is some law or something in the 7-year 
certificate, you can review the whole thing. Any time you can review 
part of it, you can review the whole of it. 

Mr. Gurney. The C ongressman knows that the Board has been 
under some pressure to reduce subsidies. And here we find a carrier, 
or a lot of carriers for that matter, where the record indicates their 
demands are coming up. And we asked them to come in during a 
mail-rate review and ask: “What is wrong? What can we do to help 
you’ What changes can we make even before your certificate ex 
pires?” And then on a mutually agreeable basis, we try to make those 
changes, 

Mr. Youncer. And you could do that whether they have a perma- 
nent basis, or a 7-year basis, or a 3 year basis, or a 10-year basis? You 
could operate exactly the same way 7 

Mr. Gurney. With a permanent certificate, it would be much 
harder. 

Mr. Youncer. All right. Now, let me ask you one further ques- 
tion, in regard to the permanent certificate. Do you believe that if you 
issued a permanent certificate for a feeder line, it would carry with it 
an obligation of the Government to continue indefinitely the subsidy 
that is then paid to the carrier ¢ 

Mr. Gurney. To a much greater extent than is now the case, under 
the present plan. 

Mr. Youncer. Let’s get that in the record, because it : important, 
if that is the Board policy, if the Board considers that by issuing a 
permanent certificate you are giving a permanent subsidy to that car- 
rier line. Isthat Board policy ¢ 

Mr. Gurney. I said, and the record will show that I said, that if 
they had a permanent certificate, we would be obligated to a much 
greater extent than we are presently, where we are issuing temporary 
certificates. 

Mr. Youncer. Well, are you obligated for the period of your tem- 
porary certificate? If you issue a 7-year certificate, are you obligated 
to pay that subsidy during that 7 years, regardless of whether Con- 
gress appropriates the money or not ? 

Mr. Gurney. We are obligated to make a rate for that line and leave 
those communities on that line and pay for service into those towns 
under honest, efficient, and economical management. We can start an 
investigation as to whether or not a town should remain on that air- 
line’s system before the certificate expires. But, generally, it is easier 
to wait until the end of the temporary certificate, when the whole 
route system comes up for review. We can start a case to change the 
route, but that would mean waiting to have regular formal hearings, 
and would take a year or something like that. 
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Mr. Youneer. All right. Let’s go to another phase of it. 

You make the statement that a permanent certificate cannot be 
issued until the feeder lines prove self-sufficiency and are doing a 
better job. 

Mr. Gurney. It is the Board’s judgment that they should not give 
permanent certificates until they more nearly approach a self-sufficient 
basis. 

Mr. Youncer. Allright. Now let me ask you this question in regard 
to that: In your opinion, as contributing to the self-sufficiency of the 
feeder line—which is more important, the CAB, or the management 
of the feeder line? 

Mr. Gurney. The management. 

Mr. Younerr. Then shouldn’t they be given a little more leeway 
to exercise that, toward self-sufficiency, than the Board is now im- 
posing ¢ 

Mr. Gurney. They have great leeway now, Congressman. They 
come in and ask for a certificate to serve a certain area, and the Board 
either does or does not agree with them. And after they get their 
certificate, they then have free rein to operate that route in the best 
way possible, as their good judgment dictates. 

Mr. Youncer. I think the meat of this whole hearing will result 
in these three things: First, that you cannot get into a self-sufficiency 
basis until you have a new plane. Isn’t that right ? 

Mr. Gurney. Well, it would have to be a much better plane, too. 

Mr. Youncer. Well, leave it that way. A better plane than they are 
now operating with. That is No. 1. Isn’t that true? 

Mr. Gurney. And it may also mean, Congressman, that a route 
system with short hops, 70 miles, as we are presently averaging, never 
can be operated on a profitable basis. I don’t know what the expense 
of operating will be with some airplane of the future, but it may be 
that profitable business only comes from a system that has long hops. 

Mr. Youncer. Well, let’s get back now. Because this statement is 
in the record many times, that the feeder lines could not get into a 
self-sufficient basis until they had a new plane. I think that is in the 
record many timesalready. Isn’t that true? 

Mr. Gurney. I wouldn’t say so. I made the statement a little bit 
ago that a DC-3 with a 75-percent load factor could make money if 
its hops were, say, 500 miles. 

Mr. Youncer. But the hops are not 500 miles. They are 72 miles, 
as you have said to us right along. 

Mr. Gurney. The DC-3’s can’t be operated profitably on these 
short hops. 

Mr. Youncer. Let’s talk about what we are talking about today, 
which is a feeder airline with 72-mile hops, Mr. Chairman. 

Mr. Gurney. All right. 

Mr. Youncer. And the statement has been made that they could 
not achieve self-sufficiency without a new plane. All right. 

Mr. Gurney. That could operate with short hops by a local-service 
line profitably. 

Mr. Youncer. Now, the other conclusion is that we cannot secure 
a permanent certificate without meeting the requirements of self- 
sufficiency. 


Mr. Gurney. All right. 
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Mr. Youncer. Now, let’s go to the third step. The third step is 
that you cannot get a new plane without a permanent certificate. 

Mr. Gurney. No; the third step is that the Board and the carrier 
must do the best job possible in fixing its route, so that it is as near 
as possible a profitable route, and as fully justified with a DC—8, let’s 
say, as it is possible to be. And at present the route systems of the 
local-service carriers are not as vet as they can be made. 

Mr. Youncer. But, Mr. Chairman, you have already testified that 
the management is a far greater contribution to self-sufliciency that 
the Boardis. You have already said that. 

Mr. Gurney. The management has 50 percent of the obligation of 
working out the best route in the carrier’s territory. The carrier 
must apply. The Board reviews, agrees, o x disagrees, and it is an 
experimental developmental period for a new service going to small 
communities with a plane that isn’t efficient enough to do that job 
on a profitable basis. 

Mr. Youncer. I will go back and ask you the same question I 
asked you a while ago, and see if we get the same answer, Mr. Chair- 
man. Where is the greatest contribution to the self-sufficiency? Is 
it vested in the CAB, or in the management of the carrier ? 

Mr. Gurney. Jointly. 

Mr. Youncer. That isn’t what you said a while ago. You said 
“the management of the carrier.” 

Mr. Gurney. Well, yes. After you set the route. After you set 
the route, then it is up to management to operate it efficiently. But 
in setting the route, it is a 50-50 deal, and we try it out. And after 
a short tempora certificate, 3 years, 5 years, or 7, then we 
view it again ane see how good we were back there when the certifi- 
cate Was given. 

Mr. Hinsnaw. You have been very patient with us, Mr. Chairman, 
and we appreciate it. 

Mr. Gurney. I have had a good time, and I hope I have con- 
tributed. 

Mr. HrnsHaw. We have had you on the stand for a long time now, 
and you have contributed materially to the thinking of the committee. 

We will hear you tomorrow first thing. You are the only witness 
on that bill, I understand. Nobody else is for it or against it. So I 
think we will, after having a brief statement from Mr. Bentsen over 
here, permit anyone else who wants to file a statement on this bill, to 
file it, and otherwise they will appear tomorrow morning about 
10:30. 

I believe Mr. Gurney will be through by that time. 

And we will resume the hearings on this bill tomorrow. 

Mr. Bentsen, we are delighted to have you, as our colleague, appear 
on behalf of this bill, seeing as how you are from the great State of 
Texas. 


STATEMENT OF HON. LLOYD M. BENTSEN, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF TEXAS 


Mr. Bentsen. Mr. Chairman, in view of the length of the previous 
testimony and the lateness of the hour, I shall limit my statement. 

I am in support of the chairman’s bill. I introduced a similar bill 
about a year ago. Many of us have become increasingly concerned of 
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late as to just what is the status of the local service airlines and what 
is their future. This experiment has been going on now for nearly a 
decade. It is time that we in the Congress make an analysis of the 
results to decide whether or not there is to be some assurance of per- 
manence in this segment of our airline industry. It is recognized that 
the support of these airlines has been an expense to the taxpayers. 
In my opinion the subsidy paid to the operators is, in reality, for the 
benefit of the smaller communities served, in order that they might 
have air transportation. The Congress has an obligation, after an 
experiment of this duration, to determine whether it entails a justi- 
fiable expense, and if so, to give some permanence to this type of serv- 
ice. Local service airlines “have been beneficial to the economy and 
welfare of our smaller communities. They have helped us by rapid 
transportation to more closely integrate our economy and further the 
development of our country. 

The local airline operators are caught in an untenable position 
through no fault of their own; operating under short-term certifi- 
cates, they are unable to plan for the future. I shall cite just a few 
of the serious problems they face in their present precarious status: 

1. Financing: The Chairman of the Board in testifying here this 
afternoon has stated that permanent certificates are not necessary for 
financing. Perhaps if he used the term necessary in a degree meaning 
absolute, he might be correct. But in talking to investment bankers 
and financiers, it is obvious from their comments that the difficulties 
of financing local airlines have been compounded by short-term certifi- 
cates. When management must admit to bankers, insurance com- 
panies, and other sources of financing that it can give no assurance of 
permanent operations because its certificate is merely temporary and 
not granted for a long enough period to permit the amortization of 
the capital sought to be borrowed, the loan must be predicated on 
crystal ball gazing by the bankers as to what the CAB will do when 
the certificate is up for renewal. The Chairman of the Board has 
stated that the subsidy paid is based on a 7 year depreci iation of the 
aircraft and yet the life of the airline via the temporary certificate 
route is assured generally for only 3 years. 

2. Personnel: The managers of local service airlines are severely 
handicapped in trying to compete for competent personnel with major 
airlines which have permanent certificates. They can hold forth no 
real promise to a young man that if he does a good job he can expect 
advancement to a high position with the company through the years, 
for the business itself as the vehicle of such advancement may shortly 
disappear with the termination of its certificate. Under these con- 
ditions, the management of a local airline cannot offer any retirement 
program worthy of the name. Owing to its prec arious existence, a 
local service airline can provide neither incentives nor security in its 
efforts to attract and to hold qualified personnel. 

3. Equipment: The DC-3 airplane, although obsolete and costly to 
operate, has been and continues to be the main reliance of the local 
service airlines. This plane is no longer in production and, as an out- 
moded vehicle, it has reached a point where its costs of maintenance, 
repair and operation are increasing. It is an aircraft developed ap- 
proximately 20 years ago. Its operation by the local airlines the Civil 
Aeronautics Board has continued to permit not because it is adequate 
or economical but for the reason that no suitable replacement has been 
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developed. The Congress has not seen fit to appropriate funds te 
develop a prototype plane for local air service. The Bureau of the 
Budget has issued adverse reports on bills which would provide suc! 
funds. Aircraft manufacturers have been hesitant to risk their pri 
vate capital in the development of an appropriate aircraft for a typ 

¥ service which has no permanence under the temporary certificates 

‘anted by the CAB. In some instances, at least two of whi ch I have 
canis local service airlines have sought to adapt a more modern 
aircraft to their operations, only to meet with disapproval by the CAB. 
This despite the fact that major airlines are using similar types of 
p lanes on routes that correspond to feeder routes. Thus, the deve lop 
ment of an economical and efficient aircraft for the local service air 
lines has not been forthcoming largely because of the uncertain dura 
tion of their authorized operations. 

The Chairman of the CAB has stated that he did not want per 
manent certificates because of the difficulty in reexamining the routes 
and dropping some points and adding others. He has admitted that 
even under permanent certificates the Board has the power to accom 
plish this. It appears to me that the point made | Vy the Chairman 
is that it is more convenient for the CAB to accomplish this under the 
temporary certificate procedure. Obviously what should be paramount 
is the economy and stability of the local airline rather than what hap 
pens to suit the : administrative convenience of the CAB. 

We in the Congress, I feel, have an obligation that has reached ma- 
turity. We have at least acquiesced in, if not encouraged, the invest- 
ment in local airlines, with the inference that should the service to 
small communities prove its worth we would give permanence to thi 
type of operation. The managements of local airlines have lived up to 
their part of the bargain in providing years of experimental opera- 
tions, during which the traffic carried by them has multiplied many 
times. Certainly we should now make our decision, in consideration 
of the gamble these men have made for nearly a decade. 

It has been stated by the CAB in previous testimony that the service 
of feeder airlines has not as of this date sufficiently stabilized because 
of continuing advancement in aviation such as the development of 
helicopters, etc. This argument will be just as valid 20 years from 
now. At some point the die must be east for permanence of this type 
of operation and the argument of changing aeronautical technology 1 
one that will remain with us so long as America continues to progress. 
It is difficult to accept the premise that out of the many local service 
airlines not one has yet shown sufficient stability or degree of manage 
ment that entitles it to a permanent certificate. If the CAB had 
eranted even one permanent certificate then there might be some 
weight to their argument. But when they have taken the attitude of 
leaving all feeder airlines in this position of insecurity then it is time 
for the Congress to act on a matter which normally would be an 
administrative decision. 

It is my hope that your distinguished committee will decide to give 
a vote of confidence to local service airlines by granting at least those 
who have been the most efficient in their operation, permanent certi- 
fic sates. The questions propounded by the members of the committee 
has shown an awareness of the problem, a sympathy for the position 
of the local service airline operators and a realization of the benefit of 
this type of service to our citizens in smaller communities. 
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[ would like to have permission to extend and revise my remarks, 
Mr. Chairman; and thank you very much for your time. 

Mr. Hins os aw. That permission will be granted, and we appreciate 
very much the new thor een and I say that advisedly, that you have 
brought to this hearing, that we had not considered before, and that 
have not been presented thus far. They are very excellent, and you 
have made a very fine contribution to the hearing. 

Mr. Bentsen. Thank you, Mr. Chairman. 

Mr. Hinsuaw. At this point, we are glad to receive the statement 
of our colleague, Mr. Gavin of Pennsylvania. 


STATEMENT OF HON. L. H. GAVIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Gavin. Mr. Chairman and gentlemen of the committee, I am 
personally acquainted with the local airline service provided by the 
Allegheny Airlines in western Pennsylvania; particularly in Frank- 
lin, Oil City, and Bradford. 

I know these services to be vital to the economic and industrial de- 
velopment of this part of my State. In addition, I believe the traffic 
developed by these communities on the local service airlines during 
the last several years has been among the highest of the communities 
served by the local-service airlines. 

In view of this, I believe this committee should do all possible to 
encourage and foster the growth of local-service airlines so that the 
intermediate cities of this Nation may be properly integrated with the 
national air transport network. 

Mr. Hinsuaw. Now, there are others who want to testify. They 
are all proponents. I have no opponents listed. 

We will be very happy to hear you tomorrow. I am sorry to say 
that we cannot continue on today certainly very much longer, unless 
somebody has to get away that doesn’t want to file a statement. But 
the bill which we are going to consider tomorrow won't take very 
long. We only have one witness in support of the bill, and none op- 
pos sed. So we can continue this hearing tomorrow. 

The hearing on this bill is recessed until tomorrow morning at 
10: 30, 

(Whereupon, at 4:12 p. m., the hearing was recessed until 10: 

n., Thursday, June 24, 1954.) 
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Houss or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForeIGN COMMERCE, 
Washington, ID. ¢ 
Mr. IHlinsuaw. The hearing on H. R. 8898 will resume, and we will 
hear first from our colleague, Mr. Alvin R. Bush, in connection with 
the bill. 


STATEMENT OF HON. ALVIN R. BUSH, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Busu. The need of Saree ny Airlines for a permanent certifi 
cate is becoming more of a ne sity to the peop yle in the rural areas 
in my congressional district aoe 1 hope the committee will take this 
into consideration in considering H. R. 8898, keeping in mind that 
a permanent certificate of necessity will enable Allegheny Airlines to 
make local pickups and render a real service to smal] ‘conununities 
which have shown a great deal of interest in this service. I can assure 
you they will be happy to have this measure favorably reported. 

Mr. Hinsuaw. Thank you, Mr. Bush. 

Now, Mr. Nyrop, will you suggest the procedure we should follow 
at this poi nt in heari ing your re maining witnesses ? 

Mr. Nyxor. The first witness this morning will be Mr. Connelly, 
president of Southwest Air ways. 


STATEMENT OF JOHN H. CONNELLY, PRESIDENT OF SOUTHWEST 
AIRWAYS CO. 


Mr. Connetty. My name is John H. Connelly and I am president 
of Southwest Airways Co. It is an honor and privilege t Oo appear 
before your committee for the purpose of discussing with you H. R. 
8898, introduced by Congressman Hinshaw, of California. It is the 
purpose of the | ill to direct permanent ce ‘tification for local-service 
air carriers who meet conditions prese ribed in the bill. Southwest 
nena endorses the | ‘ill and urges its adoption, for reasons which I] 
will develop as I go along. 

Southwest Airways has been in operation as a local air carrier since 
December 1946. It presently operates a route system of some 1.150 
miles in the States of California and Oregon, primarily in the former. 
Its most important terminals are Los Angeles, San Francisco, and 
Sacramento, Calif.. and Medford, on the southern border of Orevon. 
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It serves a total of 22 west coast cities, comprising the majority of the 
important cities and towns in the great State of California. South- 
west ties these 22 California cities into a safe, dependable, homo- 
geneous, publicly accepted rapid transportation system which con- 
tributes to the economy, the health, and security of California’s 12 
million population. = 

Southwest’s original application for an operating certificate was 
filed with the Civil Aeronautics Board on March 6, 1942. A public 
hearing was required before an examiner of the Civil Aeronautics 
Board. The Board ultimately determined to issue an operating cer- 
tificate to Southwest on May 22, 1946, and the carrier started opera- 
tions some 6 months later. The Board’s authorization was in the form 
of a temporary certificate intended to be effective only for 53 years 
from its date. 

Prior to the expiration date of its original certificate, Southwest 
filed an application for permanent renewal. This application was 
filed August 23, 1948, but has never been heard. In the meantime, 
the Board determined on the basis of a show cause order dated 
April 4, 1949, to renew the company’s authorization for a further 
temporary certificate on January 29, 1952. The authority then 
granted expires this year on September 30, 1954. 

Since Southwest’s temporary certificate expires on September 30, 
1954, the carrier has recently filed another application for renewal of 
its existing authority. It should be borne in mind that the original 
certificates established the fitness, willingness, and ability of South- 
west to operate the service covered by the authorization, as well as 
the fact that the public convenience and necessity required the service. 
It should also be borne in mind that the first renewal case required 
the reestablishment of these two basic propositions and that the sec- 
ond renewal case now pending would involve, for the third time, the 
establishment of the same propositions. I shall have something fur- 
ther to say a little later on eal the time, trouble, and expense involved 
in renewal cases—unnecessarily, as I see it. For now, however, I wish 
to emphasize the fact that each case involves the establishment of two 
basic propositions both of which have been resolved once or more in 
favor of the carrier in earlier proceedings. 

Southwest Airways, which in terms of route miles is the smallest 
of the local service airlines, was among the first to be certificated. It 
actually commenced its operations about 8 years ago in December 1946, 
and since that time has more than kept abreast of progress in the in- 
dustry of which it is a part. Through the years, Southwest has not 
been the recipient of a single-route award from the Board which would 
have expanded its area of operation. Hence, Southwest directed itself 
to the intensive development of traffic and improvement of its opera- 
tions in the California territory originally certificated to it. 

Some idea can be gleaned as to the growth of Southwest’s opera- 
tion from the following sample operating statistics : 

Revenue passenger miles have expanded from under 15 million 
in 1947 to 35 million in 1953, an increase of 133 percent. 

Passenger-load factors have increased from 39.6 percent in 1947 
to 55.2 percent in 1953; last month our systemwide load factor was 
63 percent. Southwest load factors for last year are comparable to 
the load factors of regional trunklines. 
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With all due humility Southwest can say that its record of achieve- 
ment in the carrying out of its mission in the development of local 
air carrier transportation in the area it serves not only stands second 
to none in its field but also is in aheokute terms so impressive as to give 
strong support for the proposition that in its case, at least, its ability 
to continue its progress toward economic self-sufficiency should be 
given the help that this bill contemplates. 

You will recall that the Civil Aeronautics Act of 1958 gave so-called 
grandfather certificates to the trunk carriers. The only condition 
precedent to a carrier obtaining a grandfather or permanent certifi- 
cate at that time was a showing that it was operating a scheduled 
operation between named points at a certain date prescribed by the 
act. There was no showing required of either fitness, willingness, or 
ability nor of public convenience and necessity. 

It is strongly suggested that at this point local air carriers who have 
proven their ability to operate an adequate service and to meet a pub- 
lic need are now entitled at long last, to recognition of the type which 
the Hinshaw bill contemplates. In passing, it might be pointed out 
that in the Interstate Commerce Act of 1934, gr: andfather rights were 
awarded to truckers involved in surface transportation. 

There are a number of reasons why a local carrier who can meet 
the tests prescribed in the Hinshaw bill should receive a permanent 
certificate. Other witnesses will undoubtedly develop this aspect of 
the situation in somewhat more detail than the time allotted to me will 
allow. However, some reasons such as the following can at least be 
mentioned : 

First: Of the problems facing the local air carriers, that which pre- 
sents the most difficulty has been their inability to obtain capital nec- 
essary to their orderly development. This difficulty, which would be 
present to some extent in any event, has been greatly enhanced by the 
peculiar temporary nature of the authority held by the carriers. It 
is recognized that on initial certification of a local air carrier to con- 
duct an operation, a temporary certificate was the wiser course. An 
initial experimental period of operation was obviously necessary in 
order to determine whether the carrier’s (and the Board’s) initial 
analysis of the public convenience and necessity would be borne out 
in the operation itself. Also initial temporary certification gave an 
opportunity to test the fitness, willingness, and ability of a carrier. 

Clearly the Board was under no ‘obligation to issue a permanent 
certificate without experimental operation both with respect to the 
route and the character of the applicant. Now, however, the situa- 
tion has developed to such a point that fears, which might validly 
have been entertained at an earlier date, no longer exist. Routes and 
carriers which have proven themselves during a period of temporary 
certification, as Southwest certainly has, should be given an even 
better opportunity to perform in the public interest through the addi- 
tional financial strength and stability that accompany a permanent 
certificate. 

As a specific example of the sort of thing I mean, I draw on my 
exper ience in Southwest Airways. Substantially all of the naviga 
tional and radio aids in use at the intermediate cities on the South- 
west system have been installed by and are in fact owned by South- 
west Airways itself. As this equipment is not modern much more 
needs to be done in that particular area, for in the absence of adequate 
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and modern navigational aids, regularity, and reliability of service 
cannot be achieved. 

As is common practice in most forms of business, Southwest has 
made forecasts of its future revenues and expenses which reflect a very 
healthy downward trend in subsidy requirements. These detailed 
projections are based on conservative estimates of traffic growth which 

can be attained with facility improvements to permit ‘greater regu- 
larity and reliability of service. These improvements, largely in the 
form of modern radio navigational and landing aids would offer 
service at coaivwent’ s intermediate points comparable to that which 
1s now available only at the large terminals. 

It seems to me that it does not make commonsense if regularity of 
service is achieved into the terminals unless it also is accomplished 
at the local intermediate cities. To install this nec essary TVOR radio 
equipment, and minimum high intensity lighting facilities costs 
money, which investment can only be made under the terms of a per- 
manent certificate. 

Second: Earlier in my statement I mentioned the fact that South- 
west is about to enter into a third proceeding in which its certificate 
has been directly involved. It is hardly necessary to say that each of 
these proceedings has been tremendously time consuming and costly. 
The current Southwest renewal case which is just now getting under 
way will absorb a substantial amount of time of company ‘officials 
and employees, company counsel and others for the next 6 months or 
more. It is suggested that their time could be much more intelligently 
employed in operating the airline in order to further develop traffic, 
and operating procedures, Obviously these efforts would result in 
greater efficiency and contribute substantially toward reducing the 
subsidy element. 

Third: Stability of existence in a carrier such as Southwest is a 
tremendous asset. Without it not only is needed capital difficult to 
obtain, but the underlying uncertainty of a temporary certificate is 
damaging to operations in many, many ways. It is difficult to attract 
competent personnel who are the life’s blood of any successful airline. 

It is even more difficult to keep those who have demonstrated a pe- 
culiar capacity to render efficient service. These difficulties become 
even more pronounced when, as now, a renewal case is being processed 
at a time when one of the Big Four air carriers is an active applicant 
to take over the Southwest system, in order to achieve a monopolistic 
advantage in this dense, long-haul traffic generating area. 

Air transportation history has clearly shown that even a proposal 
of merger between two carriers causes a degree of unsettlement and 
unrest which has a bad effect on operations. This is particularly true 
as to the carrier being absorbed since all employees of that carrier, 
particularly the keymen, realize that their position and in fact their 
tenure may be affec ted by the change. One can well understand, then, 
why the possibility of complete extinction of an operation such as 
ours is highly destructive of employee morale as well as loss of key 
people. 

Four: One of the major problems facing the local air carrier indus- 
try today is to find ways and means of accelerating their growth and 
of improving their operations so as to bring nearer the day of eco- 
nomic self-sufficiency. In my judgment, no single thing of more im- 
portance can be done to assist the industry in achieving sel f-suffi- 
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ciency than to provide the mechanism for permanent certification of 
local air carriers, as is proposed in the Hinshaw bill. 

Mr. Hinsnaw. Mr. Connelly, could you say for our benefit what the 
costs are to you of a renewal proceeding ? 

Mr. Connetiy. I would estimate they would probably average 
something around $60,000 to 475,000. 

Mr. Hinsnaw. Naturally, that becomes a part of the expense of the 
company and is included in those expenses when figuring the subsidy 
that should be added to the mail rate, is that not so? 

Mr. Connetxy. That is right. 

Mr. Hinsnaw. In other words, the Government itself, through 
subsidy, is paying the cost of the renewal proceedings ? 

Mr. Connetty. Correct; that is, assuming the rate you make after 
the proceeding works out properly and you recapture it over a year or 
two in the rate they grant. 

Mr. Hinsuaw. But it is law fully admitted as an expense of the 
company and hence a part of the overall expense and subject to 
subsidy payments to make up the cost ? 

Mr. Connetiy. That is correct. 

Mr. Hinsuaw. Now, I think the statement you make concerning 
the attitude of the employees—especially when an offer has been made, 
or an attempt is being made by a larger trunk carrier to take over the 
route of the system—is of vital imports ince because this committee can 
well understand the viewpoint of employees of a small carrier that 
may be shortly put out of business. I can understand that very well, 
and I will venture to say the other members can understand it too. 

Mr. Rocrrs. What did you say the amount involved for the renewal 
of these certificates was—$60,000 to $75,000 ? 

Mr. Connetty. Approximately that amount. The cost of process- 
ing the entire renewal case runs about $60,000 to $75,000. 

Mr. Rogers. How long does it take to have a hearing? 

Mr. Conne.iy. From the time the application for renewal is filed 
until probably the date on which the Board issues its decision might 

take as much as 1 year, and possibly as little as 10 months. 

In our previous case we filed the application in December 1949, and 
the case was settled January 1952. At that time the Board granted 
us a 5-year renewal, but by the time the renewal had been gr anted 2% 
years had been used up, so in effect we were renewed only for 2 years 
and 6 months, and that period will expire September 30 of this year 

Mr. Hesexron. In the course of your operation, has the Board modi- 
fied any of the routes assigned to you ? 

Mr. Connetiy. Yes. We applied to the Board for temporary sus- 
pension of several points about 6 months ago. I believe we requested 
suspension at a place called Colinga and another place called Vallo 
and another place called Orville and a fourth place called Fort Bragg. 
Within about 60 days they suspended those points with the exception 
of Fort Bragg. 

Mr. Youncer. I want to pay tribute to Mr. Connelly, a fellow Cali- 
fornian and president of the Southwest Airways, which has its head- 
quarters in my district. Iam glad to have him here. 

I have a couple of questions which seem paramount to me in this 
sae : 

Do you feel it is a constant danger to both the personnel and the 
financial operations of a local service carrier to have the possibility 
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always over your head of a trunk carrier being able to get your route 
when, as, and if it becomes nearly self-sufficient ? 

Mr. Conne ty. I believe that isa threat that will be ever present, and 
has first come up in our case. For instance, Southwest operates through 
a very dense traffic area. The roads are heavily congested and these 
12 million people buy a lot of long-haul transportation. I might tell 
you that our exchange business, the amount of business we turn over 
to United, is approximately $750,000 a year. A similar amount is 
turned over to TWA and a like amount to American Airlines. 

These amounts are understated, because a great deal of the trans- 
portation which is purchased in Southwest cities is purchased from 
travel agencies who, because of political reasons, will write the entire 
transportation on say United stock rather than a combination of our 
ticket stock, or all our stock. 

Mr. Hinsnaw. I think that you ought to delineate what you are 
talking about. You say “stock.” You mean ticket stock on which the 
tickets are printed; not stock in the company. 

Mr. Connetty. That is right; ticket stock. 

We may get to printing it on the stock of the company after they 
take it over. 

In an event, this survey indicates these figures I mentioned are at 
least one-third understated; in other words, we are turning over to 
these 3 major trunks a minimum of $2 million worth of business a year 
Of, course, that would work in reverse. Those same people would 
probably have to come back to these intermediate cities, and perhaps 
the amount should be doubled. 

Mr. Youncer. Is not there another danger that hangs over your head 
all the time the fact that there is no provision in the present law, or in 
the regulations, for any damages or compensation to the local carrier 
should their route be turned over to another company ¢ 

Mr. Connetity. None whatsoever. In fact in our case we would 
suffer a very substantial loss because, for instance, let us take our inven- 
tory of raw materials. It is useful only to our business, and if we were 
closed out that would probably drop to a 10-cent-on-the-dollar deal. 
In respect to the $431,000 that we have plowed into ground equipment 
such as these old-fashioned homing devices we have all over California, 
und other ground equipment, that would become worth just so much 
a pound. Then, too, Southwest has plowed a lot of its own profits back 
into the development of the route. That would become a complete 
loss. So we have forecast in the event that should happen Southwest 
would be cleaned out financially. 

Mr. Hesevron. Would you state how much in subsidy was paid to 
the Southwest during the last stated period ? 

Mr. Conneiiy. We received approximately $1 million in the last 
fiseal year. That is a round figure. 

Mr. Hesevron. Is that more or less than the previous fiscal year? 

Mr. Connetiy. Originally, the first year of operation, we received 
approximately—and again in round numbers—$1,600,000, It dimin- 
ished from that down to approximately $1 million. It has not gone 
down in a steady line. There have been zigs and zags in it, but it has 
gotten down to $1 million. We have made forecasts into the future and 
the trend is very definite. For instance, we anticipate in 1956 a drop of 
another $100,000 or more in our subsidy. This continues until we are 
finally, based upon these projections which we have made, fully self- 
sufficient and operating at a profit without any subsidy whatever. 
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Mr. Hesevron. That projection goes to what date ¢ 

Mr. Connetty. The projection starts this year and it is based upon 
the actual revenues and expenses which we have today. Then there 
are two or three assumptions made that we believe sound. For 
instance, since we began operations we have had a 12 percent annual 
growth; so we have projected, say in 1955, a 10 percent growth. Then 
in 1956, 9 percent. It tapers down until finally in 1960 we anticipate 
only a 5 percent growth. We believe that those figures are very 
conservative. 

In respect to the expenses we have projected—and we have had quite 
a bit of discussion about this—there would be some continuing infla- 
tion, or increase in costs. For instance, in 1956, we projected a con- 
tinuing spiral of inflation to the tune of 214 percent of all of our costs, 
and that figure tapers down until finally in 1960 it drops down to 1 
percent. 

The third assumption in this projection is based upon regularity 
of service. We do not think can fully develop our business until a 
man, let us say, who is going on a long trip to Chicago or New York, 
will board our flight at some intermediate point in California and fly 
into the terminal and catch a close connection eastbound, and he will 
not do that unless we can render a regular service. 

do not mind telling you that our service is not the most regular 
service on earth, simply because we fly through an area of a great 
deal of fog. It rolls in along the coast in the late afternoon and stays 
there until the morning, so to give the public regularity of service we 
must properly install modern navigational aid equipment to lower 
the minimum ceilings. I think when we do this our business will go 
up still further. 

That factor which I mentioned, the regularity of service we have 
in these projections, we have underestimated, we believe, by at least 
athird. It amounts, let us say, in 1957, when we thought we might get 
all the equipment installed, to only $100,000. It also diminishes as 
the years go on. 

Finally, in 1960 or 1961, approximately, we are fully self-sufficient. 
I believe that holds true for a lot of other locals. 

Mr. Hesevron. In connection with the proposed merger you re- 
ferred to with one of the trunklines—— 

Mr. Connetiy. That is not a merger. The trunkline has simply 
placed an application in for our route and there is no merger proposed. 
If they win the case they move into our cities and we move out. 

Mr. Heseiron. In the application is it alleged that they can operate 
without subsidy over this route ? 

Mr. Connery. I believe they say they can operate at less cost than 
Southwest. 

Mr. Heseiron. But not without subsidy ? 

Mr. Connetty. I believe they contend they can operate without 
subsidy. Of course, I do not think they could operate it any cheaper 
than Southwest. In my opinion, there would eventually be a com- 
we loss of service at these intermediate points. I believe they would 
et the service deteriorate until finally the public suffered and the cities 
would not have the fine service which they have today. 

Mr. Heserron. I raised those questions because the Chairman of 
the Board yesterday made reference to the quotation from the Civil 
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Air Policy Board. I suppose this will present to the Board, the Gov- 
ernment, and the carriers a continual problem of what is fair and what 
is just and what is to the best interests of everybody concerned. 

Mr. Hinsuaw. Are there any further questions? 

Mr. Youncer. At one time did the Board propose a merger of 
Southwest with another local carrier? a 

Mr. Connetiy. They proposed that a year or so ago and it is being 
investigated in our renewal proceeding. They proposed a merger 
between Southwest and Bonanza Airlines who join us at Los Angeles. 
That will be investigated in this same hearing. 

Mr. Youncer. That will all be a part of the hearing ? 

Mr. ConneE xy. It will all be a part of the hearing. 

Mr. Hinsuaw. Are there any further questions? If not, I have 
a couple. 

I think the case you have presented comes under the statement the 
Chairman of the Civil Aeronautics Board made when he said on 
yesterday in his testimony, quoting from the civil air policy statement 
which has been referred to by my friend Mr. Heselton : 

To the extent that the services normally provided by it are clearly required 
to meet a public need, such services should be furnished by another carrier 
capable of providing service without cost, or at substantially reduced cost to 
the Government. 

In other words, this statement of policy prepared by the Air Coordi- 
nating Committee, of which the Civil Aeronautics Board is a partici- 
pant, I assume has been approved by the Civil Aeronautics Board. It 
is entirely a matter of cannibalization of the existing local service lines 
into the large carriers without compensation, by granting a certificate 
for the route to the large carrier and failing to renew the certificate 
to the small carrier, which is developing the route. They will thereby 
cause serious loss to the stockholders they have given the certificate 
to for the local service, and the loss will be absorbed by the larger 
carrier which would take over the route ; is that not correct? 

Mr. Conne ty. I believe that is true, except it goes a little further 
thanthat. There is another element involved. 

In the Southwest Air case we have 350 employees. Most of those 
people we imported into California from Phoenix, which was previ- 
ously our home base. They have all bought their homes. They will 
be thrown out. There is no proposal to take care of those people. 

Mr. Hrnsuaw. No proposal to merge the line with the large carrier ; 
it is merely to grant the certificate covering your route to them ? 

Mr. Connetiy. That is right. 

Mr. Hrnsuaw. And failing to renew the certificate to you? 

Mr. Connetiy. Under a merger plan the Board usually invokes 
a thing called the Burlington formula similar to that used in railroad 
mergers which makes the acquiring carrier take care of all the em- 
ployees of the carrier acquired, under, let us say, the $6,000 bracket. 

For instance, the pilots in a merger would have to be taken over 
by the trunkline. The mechanics would have to be taken over. The 
accountants and all the personnel under $6,000 would have to be taken 
over, so the merger properly takes care of those people, but this case 
throws them out in the street. 

Mr. Hinsuaw. Are there any other questions? If not, we thank 
you very much for your presentation. 

The next witness is Mr. Hamilton. 
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STATEMENT OF LADDIE H. HAMILTON, PRESIDENT, OZARK AIR 
LINES, INC., ST. LOUIS, MO. 


Mr. Hamitron. My name is Laddie H. Hamilton and I am presi- 
dent of Ozark Air Lines, Inc., with home offices in St. Louis, Mo. 
Ozark Air Lines is a local-service airline serving 33 cities in the States 
of Illinois, Indiana, Kentucky, Wisconsin, Iowa, Missouri, Arkansas, 
Oklahoma, Kansas, and Tennessee. Ozark is one of the newer local- 
service carriers, having inaugurated its services on September 26, 
1950, less than 4 years ago. During the first 5 months of 1954, Ozark 
Air Lines carried a total of nearly 57,000 passengers, which consti- 
tutes a 35 percent increase over the passengers carried during the sim- 
Jar period of 1953. This compares with an 11 percent increase during 
this period of all airlines in the United States. 

We have just completed oral argument before the Civil Aeronautics 
Board on the basis of an examiner’s recommended decision, which 
would renew Ozark’s certificate for an additional temporary period 
over a 3,193-mile route serving 40 cities in 9 States. The examiner in 
his report referred to the traffic development of Ozark as “impressive, 
stating: 


In its first full year of operation, the calendar year 1951, Ozark carried 49,507 
passengers ; in 1952 it nearly doubled the volume with 84,463; and in 1953, with 
the reliability of its service greatly enhanced by a number of factors including 
un almost complete system instrument authority, Ozark moved 124,860 passengers. 

There is no doubt that Ozark ranks high among the local-service 
carriers in public acceptance of the transportation service it offers. 
Nevertheless Ozark, along with other local-service carriers, believes 
that greater stability and assurance of operating authority is necessary 
if the present rate of progress is to be maintained and if local-service 
carriers are to achieve a sound developmental program. 

We are therefore here today to urge the committee to report favor- 
ably on H. R. 8898, which would require the issuance to the local- 
service carriers of permanent cert ificates covering their operations. 

The chief purpose of the proposed legislation is to assure greater 
stability in the local-service airlines and to permit them to plan for 
the future with greater assurances that they will be in business over 
a period sufficiently long to permit proper financing and the exercise 
of efficient business judgment. I might add parenthetically that the 
elimination of the expenses in connection with the comprehensive 
route-renewal proceedings would also be helpful to the local-service 
airlines. In the case of Ozark, to date we have been required to expend 
nearly $40,000 for the preparation and trial of our new route proceed- 
ing and we have watched the expenditures carefully to assure that they 

are no more than absolutely necessary for the proper presentation of 
the case, 

Several important reasons appear which would justify the passage 
of grandfather legislation by the Congress. 

First, it would permit the expenses of the carriers to be reduced 
and hence would hasten the day when subsidy from the Federal Gov- 
ernment will no longer be required. This is true for the reason that 
every step planned by a local-service carrier must be based on its con- 
tinued existence for only an additional temporary period and not on 
the thesis that it isa permanent institution. Depreciation of equipment 
must be figured on the short term rather than the long term. Equip- 
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ment and real property can only be leased on a short-term basis with 
correspondingly higher costs. In addition, the existence of a threat 
of possible nonrenewal at the expiration of each temporary period 
causes the acquisition of ely capital to be difficult of achievement. 
Similarly, where debt capital is available at all, it is available at 
somewhat higher interest rates than would be the case of businesses 
whose prospects of continuance are not publicly raised through a 
renewal proceeding every few years. 

Second: Quite apart from the financial significance of a permanent 
as opposed to a temporary franchise is the matter of public acceptance. 
I have already given the committee some figures with respect to the 
overwhelming public acceptance of air-transport services provided by 
Ozark, but there is another side to this picture. There have been a 
number of instances where the trunk airlines would like to discontinue 
services to a smaller community which would thereupon be served 
exclusively by Ozark. In several such instances, the community has 
been reluctant to have the trunkline, with its permanent certificate, 
discontinue operations, although such cities are generally delighted 
to have the services of Ozark. In the back of their minds always exists 
the thought that if Ozark’s temporary certificate to serve them should 
not be renewed, they would be left completely without airline se 0. 
but if they can get service by a permanently certificated “name ” car- 
rier, their future will be assured. Typical of such ranula: are 
Peoria, Springfield, and Quincy, IIll., and Joplin, Mo. Therefore, 
some of them have been reluctant to embrace Ozark’s operations. 

A third point which should be give ‘n consideration by the committee 
is that, as this committee has been informed before, one of the greatest 
needs of local-service carriers is a modern transport aire raft. which 
will permit local-airline service to be provided at lower fares and 
which at the same time will raise the standard of equipment used in 
such operations. In this connection, it is difficult to blame the aircraft 
manufacturers for not developing such a modern local-service aircraft 
when the committee considers for a moment the fact that the manu- 
facturers do not know whether the local-service carriers will centinue 
in operation for a sufficiently long period of time to warrant any 
manufacturer in going to the considerable expense involved in devel- 
oping and producing local-service-transport aircraft. 

The Congress need have no fear that if it enacts “grandfather” legis- 
lation, it will be giving permanent authority to a perhaps unnecessary 
service. That there will be a continuing need for local-service carriers 
cannot be doubted. Had the local-service-airline system been created 
without any actual or real justification for its existence, it could be 
expected to die on the vine or to continue indefinitely only at the 
expense of a very substantial support from the Federal Government. 
This is not the case. There is a continual reduction of subsidy in 
terms of dollars required for the amount of traffic carried. The reason 
for this is that the local-service carriers meet a need which cannot be 
readily met by the trunkline carriers. Operational, economic, and 
competitive considerations force the large trunk-type and regional- 
type carriers to concentrate Bap eg on the air-travel market for 
which they are best suited, i. e., the long-haul, high-density market. 
In the fast-changing seuaiaenent -development picture, it is obvious 
that such large carriers as American, United, and Trans-World are, 
for example, ‘the logical purchasers of such airplanes as the Boeing 
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707. With an investment of $414 million in each long-range, high- 
speed unit of equipment, these carriers cannot be interested in stopping 
every 75 miles at the Champaigns, Decaturs, and Springfields across 
the country. If the large carriers were to be required to serve these 
smaller cities they would do so with considerable reluctance since their 
own earnings picture would be seriously affected. But more impor- 
tant, the communities and the traveling public would receive a 
minimum token type of service. 

There are several points on Ozark’s system which demonstrate the 
utility of the local-service air ee in serving the smaller cities. Spring- 
field, Ill., and Quincey, LIl., have been served by Ozark Air Lines since 
1950. Springfield, Il, is also served by American Airlines. The 
schedule which American has in effect today is the same schedule in 
point of frequency that was in effect in 1950. On the other hand, 
Ozark has increased its frequency to this city of 80,000 people until 
it currently has 18 flights a day in and out of Springfield, Il. It is 
questionable whether any city of similar population in the country 
has better and more frequent service. Quincy, IIl., has been — 
by Trans-World Airlines since 1948 and still TWA provides only 
trip per day in each direction to this city of 50,000, although it con 
nects Quincy to Chicago and Kansas City, with which Quincy has a 
high community of interest. If Quincy hopes to achieve additional 
frequenc: y, it will have to be provided by a local-service airline. In 
the Ozark Renewal case, TWA requested suspension, and advised the 
Board that it felt Quincy could be served better by a local-service air- 
line. 

Since the major trunkline carriers have only been removed from the 
subsidy classification since 1951, it is unrealistic to think that they 
would take over and adequately serve these smaller cities, when they 
realize clearly that by doing so they might well be forced back on a 
subsidy basis. 

Futhermore, the local-service airlines have originated substantial 
revenues for the trunklines and through their service to the numerous 
small communities throughout the Nation have expanded the base for 
trunkline operations by making trunkline service available at connec- 
tion points. For instance, in 1952, Ozark interlined passenger traffic 
with the trunkline airlines resulting in revenues of better than one- 
half million dollars to the trunklines. The traffic fed to the trunklines 
by the local-service carriers, if Ozark’s experience is multiplied by 
that of the 13 other local-service carriers, is of tremendous importance 
to the continued health and growth of the trunk airlines. 

Nor need the committee be alarmed lest its action result in the 
“freezing” of subsidy so that subsidy support cannot be withdrawn 
in those instances where it is determined that value is not being re- 
ceived for subsidy moneys expended. We do not propose a static 
system of local-service routes which would remain unchanged through- 
out the years. The Civil Aeronautics Board has ample authority 
where the public convenience and necessity require amendments to 
routes, including suspension of service to order such changes, and 
has done so in many instances. But when the Board undertakes to 
make amendments which may be required in the public interest to 
the routes of a carrier having a permanent certificate, there is no feel- 
ing on the part of the public utilizing the carrier and the financial 
interests from whom capital must be secured, that the entire future 
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of the carrier is at stake. Nor would it be necessary for the local- 
service carrier to expend considerable sums of money at frequent 
intervals just to continue in existence. Any necessary route adjust- 
ments, however, designed to eliminate unnecessary subsidy could be 
effectuated by the Board. This is particularly true so long as the 
local-service carriers must depend on the Government for subsidy sup- 
port. They cannot defy the hand that feeds them. 

The local-service airlines are at a stage of their development roughly 
comparable to that of trunk airlines at about the time they were ac- 
corded “grandfather” rights in 1938. There is no doubt that the exist- 
ence of permanent operating authority contributed to trunk airline 
progress so that by 1951 10 out of 13 trunklines were no longer receiv- 
ing subsidy from the Federal Government. 

I believe that if the Congress of the United States will demonstrate 
its faith in the place to be filled by the local-service airlines in the air- 
line economy of this Nation by giving them permanent certificates, 
the results in continued growth and attainment of self-sufficiency by 
the local-service airlines will more than justify such confidence. 

Mr. Hinsuaw. We thank you very much for the information that 
you have given the committee, Mr. Hamilton. 

Our next witness will be Mr. Frank W. Hulse, president, Southern 
Airways, Inc. 


STATEMENT OF FRANK W. HULSE, PRESIDENT, SOUTHERN 
ATRWAYS, INC. 


Mr. Hvunse. Mr. Chairman and members of the committee, my name 
is Frank W. Hulse. I am president of Southern Airways, Inc., one 
of the 14 local service carriers which bring dependable, scheduled air 
transportation to the smaller and intermediate-sized cities in the 
United States. The particular area of our country served by South- 
ern consists of the eight Southeastern States of Alabama, Florida, 
Georgia, Louisiana, Mississippi, North Carolina, South Carolina, and 
Tennessee. Weserve 28 separate cities in these States. 

I wish to express my sincere appreciation to the members of the 
committee for the privilege of testifying in connection with H. R. 
8898, the bill which directs the Civil Aeronautics Board to issue to 
the local service carriers certificates of unlimited duration. 


THE NUMBER OF PASSENGERS CARRIED BY SOUTHERN HAS INCREASED 
RAPIDLY 


To illustrate the growth of the local service industry, I will use 
figures for my own ooepany because it is this record with which I 
am most familiar. Southern began operations 5 years ago on June 10, 
1949. Since that time Southern’s total passenger traffic has increased 
rapidly. In 1949, our first year of operation, 10,500 persons used 
our service. In 1953 we carried some 120,000 passengers, an increase 
of approximately 1,200 percent. 

The company’s load factors have shown a corresponding improve- 
ment. The most recent period for which data is available is the first 
15 days of this month, June, when Southern carried 5,840 passengers 
with a load factor of 36.64 percent. Projecting this rate for all of 
1954, some 140,160 persons will use the company’s services this year. 
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We of Southern are gratified by this record because we feel it demon- 
strates, beyond any question, public acceptance of local air service in 
our part of the United States. 


SOUTHERN AND THE OTHER LOCAL CARRIERS HAVE PROVED THEY ARE 
ENTITLED TO PERMANENT CERTIFICATES IN FULL PROCEEDINGS BEFORE 
THE CIVIL AERONAUTICS BOARD 


Prior to receiving a temporary certificate, Southern (as did each of 
the local carriers) participated in the full procedure required by the 
Civil Aeronautics Act, tichading preparation of applications, prepara- 
tion and filing of extensive exhibits, appearance through witnesses 
at hearings, including cross-examination, presentation of argument by 
brief both to the examiner and to the Board and oral argument before 
the Board. Our company and the other carriers were subjected in 
these cases to the most rigid requirements of proof of fitness and 
ability. Southern has now been required to participate in an addi- 
tional so-called certificate renewal case where again the carrier’s rec- 
ord, its management, personnel, and their qualifications have been 
reviewed with the greatest scrutiny. 

In the original case in which Southern received its certificate, the 
so-called Southeastern States case, it was one of some 44 competing 
applicants. Including representatives of cities and other local gov- 
ernment bodies, there were some 75 formal parties to the case. Hear- 
ings before the examiner of the Board lasted for almost an entire 
month and there were literally thousands and thousands of pages of 
transcript. The exhibits, briefs, and reports would make a pile well 
over 25 feet high. But this is not all. At the end of 3 years of oper- 
ation we were required to go through the same process again, simply 
in order to continue to operate for another temporary period—until 
December 31, 1956. We estimate that the principal officers of South- 
ern have spent the equivalent of some 6 months in actual attendance 
at or preparation for these cases. We estimate that our little com- 
pany has incurred a total cost in this connection of many, many 
thousands of dollars. 

Proceedings of the kind just discussed have clearly established the 
qualification of the local carriers. In view of the industry’s record, 
we fee] strongly that no further proceedings should be required for 
the local carriers to retain their right to remain in business. 


THE PUBLIC INTEREST REQUIRES A TWO-LEVEL DOMESTIC 
AIR TRANSPORTATION SERVICE 


Local service was established by the Civil Aeronautics Board to 
extend to the smaller and intermediate cities, the benefits of scheduled 
air transportation. In the State of Mississippi, for example, 12 cities 
have scheduled air transportation of which Southern Airways, the 
State’s local carrier, serves 9. Of Southern’s 9 cities, 6 receive service 
only from Southern. 

On the subject of Mississippi, I would like to read a letter dated 
April 7, 1954, from the American Bosch Corp., which has recently 
opened up a new plant at Columbus, Miss. : 


I think you would be interested in knowing that your airline was one of the 
factors considered in locating our new plant. The fact that Southern provides 
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convenient morning and evening schedules connecting Columbus, Miss., with 
Jackson, Birmingham, Memphis, and connecting airlines, was important and was 
particularly valuable since the only other effective means of transportation was 
by highway. 

This letter was signed by W. C. Robinson, vice president of the 
American Bosch Corp. 

The increasing size, capacity, range, and speed of equipment used 
by the trunk carriers make it impracticable for trunk carriers to pro- 
vide the small- and intermediate-sized communities with frequent and 
convenient service. Furthermore, it is not in the public interest for 
trunk carriers to use their large equipment and stop their long-haul, 
nonstop schedules to provide the volume and type of service required 
by these small and intermediate cities. It is the secondary system of 
local-service carriers using smaller planes which will assure frequent 
and convenient schedules to the small and intermediate communities. 

As even faster and larger equipment becomes available to the big 
carriers, more and more small and intermediate cities will be depend- 
ent upon the local lines. For this reason the local-service carriers must 
be made permanent if many important cities are not in the future to 
be deprived of adequate air transportation. Indeed, in one important 
sense, the only way in whic ‘h our domestic air-transportation system 
‘an grow in the future is through the local-service carriers. 


LOCAL SERVICE CANNOT PROPERLY BE PROVIDED BY LONG-HAUL, 
rRUONK CARRIERS 


Most of the trunk carriers either no longer have DC-3 aircraft or 
are in the process of disposing of such equipment. ‘They cannot pro- 
vide service to many of the smaller cities with the larger aircraft they 
now possess and it 1s not economic for them to do so even at many of 
the points where the larger equipment can be landed. In addition, 
there are many communities which, because of their location, do not 
fit into the route structure of any trunkline and, therefore, will for- 
ever be left without any air service except for the local-service carriers. 

One of the important questions confronting the Civil Aeronautics 
Board when it authorized the first local service was selection of the 
proper type of operator to do the job. In deciding this fundamental 
policy matter the Board stated: 

The type of service we here visualize involves an entirely new type of service 
gaged to meet the needs of smaller communities and relatively short hauls. In 
view of the limited traffic potentialities of the points on the new system, an 
unusual effort will be required to develop the maximum traffic. Greater effort 
and the exercise of managerial ingenuity may be expected from an independent 
local operator whose continuation in the air-transportation business will be 
dependent upon the successful development of traffic on the routes and the oper- 
ation of the service on an adequate and economical basis. (Rocky Mountain States 
Air Service, 6 C. A. B. 695.) 

The local-service carriers by the very nature of the function they 
perform must depend for a livelihood primarily upon traffic from the 
smaller and intermediate cities. The trunks, on the other hand, serve 
long-haul traffic. This fundamental distinction is important because 
it gives the two types of carriers different objectives. Since long-haul 
operations are the most profitable, good business practice requires the 
trunks to emphasize this type of service to the neglect of the short- 
haul business. For example, a feeder town on a trunk system may be 
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given only one flight a day and that at an inconvenient hour since the 
trunk’s schedule must be geared to the long-haul needs of the more 
profitable traffic. 


PERMANENT CERTIFICATES ARE REQUIRED TO MAKE POSSIBLE 
LONG-RANG PLANNING 


Temporary certificates have prevented local-service carriers from 
making long-range plans and, in turn, from achieving economies which 
would result from such planning. Similarly, the temporary nature of 
the franchise under which the local lines operate has discouraged 
investment banking houses and other financing sources from investing 
in the industry. This fact has had many seriously unfavorable results. 
For example, it today discourages aircraft manufacturers from design 
ing and producing an airplane suited to the needs of the local carriers. 
It has made impossible or difficult the raising of operating capital 
needed for many purposes, including advertising to increase com 
mercial revenues. 


THE HIGH MORALE OF TILE LOCAL-SERVICE CARRIERS WILL BE MALNTALNED 
AND STRENGTHENED IF Hl. R. 8898 BECOMES LAW 


One of the greatest assets which the local-service carriers have is 
its loyal and devoted employees. This group has at much personal 
sacrifice contributed enthusiastically to the success of the local-service 
experiment and enabled it to demonstrate by actual experience the 
benefits available through local air transportation to the public. The 
time has now come to recognize this contribution and to assure the 
continued high morale and enthusiasm of these employees by recogni 
tion of their achievement through the issuance of permanent cer 
tificates. 

In conclusion, let me again thank the members of this committee for 
the opportunity to appear before it and to urge favorable action upon 
H. R. S898, 

Mr. Hinsnaw. Wethank you very much, Mr. Tfulse. 

Are there any questions / 

Mr. Hesevron. Mr. Hulse, in connection with the question that I 
asked Mr. Connelly with regard to an except from the air-policy 
report, | would like to ask you for some information. Perhaps it 
would save time if I were to ask Mr. Nyrop to have these witnesses 
who are appearing furnish the committee with a short account of the 
record of the company with reference to subsidy payments, and if they 
have it, a projection ‘of the reduction of those payments to the point 
where these companies hope they will be self-supporting. One of the 
main reasons that I make that request is because I have had a chance 
to glance through the very excellent statement of Mr. Hamilton and 
he mentions one specific point that appears on page 2 of his statement. 
He says: 

Several important reasons appear which would justify the passage of grand- 
father legislation by the Congress. 

First, it would permit the expense of the carriers to be reduced and hence 
would hasten the day when subsidy from the Federal Government will no longer 
be required. 

I assume from the testimony of Mr. Connelly that they and other 
representatives of these 14 carriers undoubtedly share that point of 
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view. It would be useful if we could have that data from each of the 
companies in connection with the testimony. 

Mr. Hinsuaw. Yes. It must be remembered in the meantime the 
separation of mail pay into subsidy and compensation has only been 
in existence for about a year. 

Mr. Heserron. That is right. 

Mr. Hinspaw. And you would have to go back behind that time. 

Mr. Heserron. That is right. With that modification, Mr. Hulse, 
do you think that you could furnish that for us? Do not do it now, 
but send it to the committee. 

Mr. Hutsr. Yes; we would be happy to prepare that information 
for you. 

Mr. Hese_ton. Mr. Nyrop, do you think that you could arrange 
that with the others? 

Mr. Nyrror. Yes, we will. 

Mr. Hinsuaw. I think there is one other factor that enters into the 
figures that has not been presented by Mr. Connelly, namely, the 
effect upon the expense of a properly adapted airplane if it should 
enter the service. I do not know that that can be any more guessed 
at than some of the other things because no one knows at the present 
time what the characteristics of such a plane might be, but, in any 
event, I should think it would be possible and proper to enter such an 
estimate. 

Mr. Hesetron. I think that it would. I notice that Mr. Hamilton 
referred to that rather specifically, and he mentioned that there is no 
such plane in existence and it could hardly be expected to come unless 
there was more stability guaranteed to this part of the industry. 

Mr. HinsuHaw. While we are on this subject, Mr. Heselton and gen- 
tlemen, I might call your attention to the fact that there are owned 
by corporations in this country approximately 10,000 aircraft for the 
purpose of hauling their personnel and executives around over the 
territory they serve. Although none own any considerable number of 
airplanes, they are in the market for this same type of airplane, gen- 
erally speaking, and if such a plane were developed no doubt the re- 
placement of present military types of airplanes being used, as well 
as some of the smaller miscellaneous types, the DC—3’s the B-45’s, and 
so forth, would be made by them. 

Mr. THornserry. Is it not also true they are also in the competitive 
market trying to get parts for their airplanes? 

Mr. Hinsuaw. They are a part of the competition for spare parts, 
and a very important part of the competition because it does not mat- 
ter to them what they pay for the parts. They are not economically 
responsible except to their st csiktntien. 

Mr. Cartyte. Mr. Hulse, you have made a very good statement. 

Mr. Hutse. Thank you. 

Mr. Cartyte. I note that your company has been in operation for 
5 years. 

Mr. Houtse. Yes. 

Mr. Cartyte. And that you serve 28 separate cities ? 

Mr. Hutse. Yes. 

Mr. Caruyte. I wish that you would furnish me the names of those 
cities. 

Mr. Hutse. Shall I read them off to you? 
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Mr. Cartyite. You may hand them to me later, if you wish. 

Mr. Hutsr. I will be happy to. 

Mr. Hinsnaw. We thank you. You have made a very fine presen 
tation, Mr. Hulse. 

The next witness is Mr. C. Myhre, president of the Frontier Airlines. 


STATEMENT OF C. A. MYHRE, PRESIDENT, FRONTIER AIRLINES 


Mr. Mynre. My name is C. A. Myhre. I am president of Frontier 
Airlines, a temporarily certific ated local-service airline, with head- 
quarters in Denver, ¢ ‘olo. It is a privilege to appear before the com 
mittee and I very much appreciate the courtesy you have accorded me. 

The question before the committee on this bill is: Should the local 
service airlines have permanent certificates ? 

To answer this question, it seems to me, we must first examine the 
reasons for the origin of the local-service carrier. 

The benefits of air transportation had been fully recognized and 
accepted by 1943. The Civil Aeronautics Act is clear in its statement 
of policy: 

The encouragement and development of an air transport system properly 
adapted to the present and future needs of the foreign and domestic commerce 
of the United States, the postal service and the national defense. 

This statement of policy clearly charges the Civil Aeronautics 
Board with the responsibility for the “encour agement” and “develop- 
ment” and the “promotion of air transportation.” 

It was not at all unnatural then that the Board decided on its own 
motion, on March 22, 1943, to investigate the propriety of extending 
air transportation to smaller communities throughout the United 
States. Extensive hearings were held at which all segments of the 
air transport industry, as well as other transportation groups, pre- 
sented evidence. At the conclusion of all required procedures, the 
Board announced its decision to institute the local-service airline pro- 
gram. It was found that there was a need to expand our air trans- 
port system to include a large number of the smaller cities and towns, 
and that this service should be provided by newly certificated, inde- 
pendent operators rather than by the existing trunklines. 

This action was decided upon for the very simple reason that start- 
ing as early as before Wor om War II the trunklines developed resist- 
ance to serving the smaller intermediate cities because it interfered 
too much with the long-haul traffic they were carrying, which was 
their principal business. Even back in those days the Board was in- 
stituting proceedings against various airlines to force them to fur- 
nish service to certain smaller communities to which they had been 
certificated. The wisdom of the Board’s decision and the fact that 
the local-service airlines have shown progress and contributed sub- 
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This type of growth was possible because the local service airlines 
are devoted completely to the small and intermediate-sized communi- 
ties and have geared their flight operations and sales programs to fit 
The principle of local service by 
local service carriers should be maintained and their certificates be 
inade permanent. 

Another way of pointing up the growth of the local service airlines 
is by comparative growth index as shown below 


: airlines growth comparisons 


Percent 
growt! 
over 1949 


107 


14 


118 
85 
56 








CERTIFICATES FOR LOCAL SERVICE AIR: CARRIERS 111 


The validity of the Board’s decision in 1944 is even more valid tod: ay. 
Although the trunklines have made outst: anding progress in their areas 
of service, the move is to larger and faster equipment. ‘The type of 
service offered by the local service carriers fits less and less into the 
trunklines’ pattern, vet the need for the local service continues to 
erow, as evidenced by the tables above. 

The local airlines have brought adequate air transportation service 
for the first time to several hundred communities, tailored, with respect 
to number and timing of schedules, to the needs of such communities 
rather than to the needs of the distant terminal points. The speedier 
travel and airmail and airfreight services have made their indelible im 
print upon the lives and business customs of the communities, as is 
attested by the enthusiastic support given by the smal] communities 
to the local airlines in their bids for route renewals. 

This is the kind of service which can no longer be classified as tem 
pore ry. 

Frontier Airlines presently serves an area known as the Rocky Moun 
tainregion. The cities receiving Frontier Airlines service are: 


ARIZONA MONTANA 
Clifton *? Safford” Billings 
Flagstaff ’ ‘Tucson UTAH 
Phoenix Winslow ’ . ; . 
Prescott Salt Lake City Vernal 


COLORADO 
WYOMING 


Alamosa *? Gunnison *? 
Cortez ?? Monte Vista ** : 1 
Cas _y » "a 
Denver Montrose * pee : oe I r 
Durango *? Pueblo ( heyenn¢ ~ ean 
Grand Junction or Wortand 
: : Greybull * Riverton’? 
NEW MEXICO Laramie ’ Rock Springs * 
Albuquerque Gallup’ 
Farmington *? Silver City’ 


You will note that of the 33 cities listed, 22 are served by Frontier 
exclusively and 10 of these 22 cities have no rail service. 

The area served by Frontier has greater isolation and less adequate 
surface transportation than almost any other area in the United States. 
This fact has been consistently recognized by the CAB. In Docket 
No. 4340, the latest Renewal case of Frontier, public counsel, on De 
cember 6.1950. stated in part 

* * in any consideration of operations over route No. 73 there are certain 
significant differences between Frontier and other local feeder operators. With 
out attempting to delineate in any detail, these differences are brought into clear 
focus by a glance at the map and a realization of the nature of the terrain over 
which the carrier operates, as well as an understanding of the difficulties of sur- 
face transportation in the area, and other factors which exist in the Rocky Moun- 
tain area that are not found in other parts of the country. 

It will be obvious that rail transportation in the mountainous area 
would be circuitous and slow, and, in fact, nonexistent to many cities. 
Winter travel by highway is hazardous and many times the mountain 
passes sarec losed by show so th: it ground tri ielisatastandstill. Fron- 
tier is, therefore, the only source of reliable and muc ‘h- needed trans- 
portation to this area. The importance of Frontier's service to the 
area—in fact, the definite need for the service—is best portrayed by 
the following traffic comparisons : 





1 Served exclusively by Frontier. 
2No rail service. 
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ed 
1947 1948 1949 1950 | 1951 1952 1953 


4 125,525 | 130,004 





Number of passengers 28,062 49,523 | 60,370 | 65, 680 | 102, é 





Passenger-miles thousands 6,405 | 12.142 | 15.915 | 17,669 | 27,375 | 32,944 | 33,058 
Passenger-load factor percent 19. 45 21.18 25. 66 24. 03 30. 01 24. 29 j 
Ton-miles—M ail 27,172 | 60,347 | 63,034 | 73,966 |127, 808 |109, 740 | 
Ton-miles—E xpress 23, 428 | ; 5 | 53,659 | 57,061 | 76,990 | 72,666 
Ton-miles—Freight 47,273 123,853 163,632 162,507 303,611 |420, 358 





A glance at the above table will indicate that Frontier has expe- 
rienced substantial growth. 

At the 10 cities served exclusively by Frontier which have no rail 
service, the following penetration of traffic potential has been 
experienced. 





Passengers boarded per thousand 
10RD population 
population 
451 952 1953 

Alamosa 5, 354 328. 9 586. 7 515.1 
Monte Vista 3, 272 444. 7 149.2 129.0 
Clifton 31466 237.2 2211.5 186.7 
Cody (7 months 3, 872 349. 7 
Co 2. 680 659.0 856.3 849. 6 
Dur 7, 459 445.8 457.2 612.0 
Far m 3, 637 720.9 1, 276.1 1, 575.7 
Gunnison. 2,770 381. 2 317.0 224. 9 
Rivertor 4,142 463.3 540.3 605. 5 
Vernal 2, 845 314. 2 771.2 743. 4 

1 Service suspended for part of the year and then resumed with 1 round trip per day 

2 Service reduced from 2 round trips per day to 1 


Frontier Airlines recently made a study of passenger penetration 
per 1,000 population. This study showed that in the year 1952 Fron- 
tier Airlines developed 297.8 passengers per 1,000 population from 
25 cities served on its route system which were under 25,000 popu- 
lation each, while 30 cities under 25,000 population, each in the same 
general geographical area served exclusively by trunklines, developed 
only 132.4 passengers per 1,000 population. 

I submit that these figures establish the need for air service. Yet 
adequate air service cannot and will not be provided by other than 
a local-service carrier. Of the 22 cities served exc lusively by Frontier, 
only 12 can be served by larger aircraft than a DC-3.° These condi- 
tions indicate the need of a permanent certificate. 

There are other compelling reasons why the local carriers should 
receive permanent certificates. 

One would be the elimination of certificate-renewal proceedings. 
When an industry has shown the growth and acceptance that this 
industry has and when actual experience, through the numerous 
certificate-renewal cases already concluded, has each time shown the 
need for continuation, there are no sound reasons why the permanency 
of these certificates should not be dealt with positively and conclu- 
sively. 

With permanent certificates the carriers can begin operating their 
business on a planning basis consistent with accepted standards. 

Long-range planning from the standpoint of fixed equipment and 
financing is vital to the success of most any enterprise. Equity capital 
‘s the most, desirable. The CAB has frequently recognized the desir- 
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ability of attracting private capital. In one of the local-service- 
renewal cases the Board said: 

We are convinced that primary reliance on equity capital rather than debt is 
desirable for both local-service and trunk carirers. Transportation as a whole 
and air transportation in particular, as we have seen in the not-too-distant past, 
is subject to sharp contractions during the recession phase of the business cycle. 
During such periods, a capital structure which includes extensive reliance on 
debt, with its fixed obligations that must be met when due, inevitably places the 
carrier in jeopardy of bankruptcy. Such risks are substantially reduced when 
the carrier is soundly financed with equity securities; for equity capital, with 
its freedom from fixed charges, will act as a cushion against economic adversity. 
The investor cannot be criticized, however, for not putting money into 
an enterprise which offers so little security from the standpoint of 
longevity. Debt financing creates a heavy fixed charge to the carriers. 
If interest on debt had been converted to dividends in the past 5 years, 
local-airline securities would have some appeal today to the investors. 

Employee stability and job security is another factor vital to any 
enterprise. Job security is presently geared to each certificate-renewal 
period, This results in costly employee turnover. 

From the standpoint of reduction of costs, inherent in any tem 
porary enterprise, and from the standpoint of the need for the con 
tinuation of this type of air service, the conclusion must be reached 
that making permanent the certificates of the local-service airlines is 
in the public interest and requires immediate action, 

Air transportation is not a luxury to be used by the few, but a uni- 
versal economic necessity. The universal acceptance of air transporta- 
tion makes it a necessary part of our overall national-transportation 
scheme. The local-service airlines are a large and vital part of the 
transportation scheme. They are designed to do the kind of a job 
necessary to obtain the full traffic potential of the areas served and to 
offer the kind and type of service most needed by their patrons. 

Gentlemen of the committee, we heartily endorse this bill, H. R. 
8898, and sincerely recommend that you report this bill out favorably. 

Mr. Hrnsuaw. Thank you for your presentation. 

Mr. Heserton. I would like to know what you mean by load factor. 
Is that the number of passengers carried, or your passenger capacity ¢ 

Mr. Myure. The load factor is the actual number of passengers 
carried. A load factor is based upon the number of seats in the air- 
craft as compared to the number of people filling those seats on each 
trip. 

Mr. Hesetron. In connection with your tabulation at the bottom of 
page 7 I notice that you have indicated for our benefit the reason for 
the reduction in 1952 of passengers boarded at Monte Vista and 
Clifton. I notice in 1953 there appears to have been a reduction at 
Cortez, Gunnison, and Vernal. I wonder if there is any significant 
reason why that is. 

Mr. Myure. Part of the reason for Vernal, for example, is because 
it is subject to tremendous winter storms. Service in the wintertime 
is sometimes difficult to handle. 

Cortez has been going through some airport improvements where, 
for a period of time, the service has been suspended; so it is not from 
the standpoint of reaching a plateau by any means, but just circum- 
stances that happen from time to time within the year. 

Mr. Hese.tton. How many planes does your company operate ? 

Mr. Myure. We operate 12 C-47’s 
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Mr. Hesevron. Is that a combined passenger, express, freight, and 
mail operation, or do you have any separate express and freight 
operation ? 

Mr. Myure. No, sir; it is all combined. 

Mr. Heserron. That is all. 

Mr. Hinsnaw. If there are no further questions, I believe we can 
unanimously compliment Frontier Airlines for its splendid service 
under very difficult conditions, even conditions more difficult than 
those encountered by Northeast Airlines. The mountains are higher 
and the cities are higher, and the weather, if anything, is poorer. 

Mr. Myure. That is right. 

Mr. Hinsnaw. We thank you very much for your appearance and 
the information that you have given the committee. 

The next witness will be Mr. Robert J. Smith, president of the 
Pioneer Airlines, Inc. 

Mr. Trorneerry. Mr. Lawrence will testify in place of Mr. Smith. 

Mr. Hinsuaw. Mr. Smith is not present and Mr. Lawrence will 
present the testimony. Will you state your full name, please? 


STATEMENT OF HARDING L. LAWRENCE, VICE PRESIDENT, 
PIONEER AIR LINES, INC. 


Mr. Lawrence. My name is Harding L. Lawrence. 

Mr. Hinsuaw. What is your position ? 

Mr. Lawrence. Vice president of the Pioneeer Air Lines, of Dallas, 
Tex. 

Mr. Hinsnaw. You may proceed. 

Mr. Lawrence. Mr. Robert J. Smith, president of Pioneer, is not 
here. It was necessary for him to be out of the country on urgent 
airline business, and he has asked that I present his testimony to you 
gentlemen today. [Reading:] 


My name is Robert J. Smith, and I am the president of Pioneer Air Lines, whose 
headquarters are located in Dallas, Tex. Pioneer, the first and oldest of the 
so-called local service or feeder airlines, serves a total of 23 cities through 21 
designated airports over a route system of slightly less than 2,000 miles in the 
States of Texas and New Mexico. 

On the first day of August this year Pioneer will complete 9 years of sched- 
uled service without having incurred a fatal accident or injury to either passen- 
gers or crew members on these scheduled operations. At the present rate of 
passenger traffic growth, Pioneer will transport its one-millionth passenger dur- 
ing that same month of August, and will have completed flying a total of more 
than 270 million revenue passenger miles. 

Let me say here, that none of this could have been accomplished except for 
the vision and foresight of the Congress, as manifested in the Civil Aeronautics 
Act. I consider that act a splendid one, and one which has provided this Nation 
with the world’s finest airline system. 

Throughout its 9 years of operation, Pioneer has been a temporary certifi- 
eated air carrier, and the third of these temporary certificates will expire on 
September 30 of this year, and we will again face the ordeal of engaging in 
expensive and time-consuming hearings to prove that we are entitled to another 
temporary certificate of public convenience and necessity. However, TI would 
like to point out at this time that on My 28, 1948, Pioneer filed with the Civil 
Aeronautics Board an application for a permanent certificate. This application 
has never been set down by the Civil Aeronautics Board for hearing. 


RRIEF HISTORY OF PIONEER 
Pioneer’s first certificate for airmail route 64 was issued by the Civil Aero- 


nauties Board in November 1943. Pioneer became the first new airline to receive 
a certificate of convenience and necessity for domestic operations from the Civil 
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Aeronautics Board since the creation of that Board in August 1938. I would 
like to impress on this committee that none of the so-called trunk carriers were 
required to meet the tests of the provisions of section 401 (d) of the Civil Aero 
nautics Act of 1988, the grandfather clause ; they each received certificates based 
upon the simple showing that “it” or its predecessor in interest was an air car- 
rier continuously operating as such. I refer to it only to emphasize the difficult 
problem of a new air carrier, required initially to meet all the tests of the act. 

The original Pioneer route consisted of 683 miles between the terminals of 
Houston and Amarillo, Tex., via the intermediate cities of Austin, San Angelo, 
Abilene and Lubbock. Service was provided with three 9-passenger Lockheed 
airplanes, and in the 5 months of 1945 a total of 4,452 passengers were trans 
ported. The Lockheed equipment lacked adequate seating capacity as well as 
cargo space, and both radio equipment and spare parts were difficult to obtain 
To overcome these handicaps, Pioneer purchased 4 late Douglas C—47 surplus 
planes from the Air Force in the spring of 1946 and contracted for their con- 
version into DC-8 type planes. The first of these was placed in service on 
August 15, 1946, and at the end of that year Pioneer had transported 20,687 
passengers. 

In November 1946 the Civil Aeronautics Board awarded Pioneer 11 new cities 
and 734 route miles and extended the company’s Certificate for an additional 3 
years. The new routes were from Houston to Dallas via College Station-Bryan, 
Temple and Waco, and from Dallas west to Midland-Odessa, Ft. Worth, Mineral 
Wells, Abilene, Sweetwater and Big Spring. 

In 1947 Pioneer transported 62,698 passengers over its 1,400-mile route system 
to 16 Texas cities. 

On February 23, 1948, Pioneer was awarded an extension from Lubbock to 
Albuquerque via Clovis, Tucumcari, Las Vegas and Santa Fe and from Amarillo 
to El Paso via Clovis, Roswell, Alamogordo and Las Cruces in the States of 
Texas and New Mexico. Service over the route to Albuquerque was started on 
May 1, 1948, and operation on the El Paso segment began on June 1. 

During the year 1948 Pioneer transported 93,855 passengers, and in the next 
year, 1949, flew 104,112 passengers. Also during 1949 Pioneer was heard on its 
application to renew its certificate, and the Civil Aeronautics Board granted to 
Pioneer a renewal to September 30, 1954, on its routes in Texas and an exten- 
sion to September 30, 1952, on the Lubbock to Albuquerque route. The certifi- 
cate for the Amarillo to El Paso segment was not renewed, and in November 1950 
service was discontinued. Since that time the certificate for the route from 
Lubbock to Albuquerque has been extended so that it will also expire on Sep- 
tember 30 of this year. 

In 1950 Pioneer boarded a total of 128,171 passengers, and in the next year 
26 percent more passengers, a total of 161,856 flew on Pioneer. 

This steady growth of passenger use of Pioneer evidenced to the company’s 
management the need for securing a new postwar airplane to replace the fleet 
of DC-3 planes. 

The factor which was of greatest importance to us in making the decision 
to acquire new postwar equipment was that we realized, and independent finan- 
cial experts agreed, that Pioneer could attain complete self-sufficiency faster 
and no longer require subsidy by the use of larger, faster and more modern 
postwar planes. 

Pioneer made a long and careful search for new flight equipment, and finally 
in 1952 purchased nine 36-passenger, 250 miles per hour Martin 202 planes. In 
connection with the reequipment program Pioneer made application to the Civil 
Aeronautics Board for a new mail rate which would assist it financially in the 
transition period from DC-—3’s to the Martin 202’s and what we believed to be 
eventual self-sufficiency. On March 13, 1953, almost 1 year after the applica- 
tion for a new mail rate had been filed, the Civil Aeronauties Board issued its 
decision refusing to grant Pioneer the temporary mail pay needed. The results 
of this policy decision by the Civil Aeronautics Board are being felt today, not 
only by the local service carriers whose hopes are lessened in acquiring modern 
equipment, but also by trunk airlines. 

Following this decision Pioneer retired the majority of its Martin planes and 
replaced them with leased DC-3’s equipment. Today Pioneer is operating 10 
DC-3’s and 1 Martin 202, with the Martin performing approximately 16 percent 
of Pioneer’s total plane miles. Pioneer has placed the Martin planes on the 
market and negotiations are being conducted to sell these planes. 

On December 10, 1953, Pioneer entered into a contract with Continental Air 
Lines whereby Continental would acquire certain physical and intangible assets, 
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including the certificate for Pioneer’s route, and in turn would pay Pioneer the 
net book value of the assets purchased, less certain liabilities to be assumed by 
Continental and 65,000 shares of Continental common stock. Continental is one 
of the Nation’s so-called regional trunk airlines. Its operations over a large 
part of its routes are not unlike those of Pioneer. This application is now before 
the Civil Aeronautics Board for approval. A hearing has been held before a 
Civil Aeronautics Board examiner in May of this year, and the results of his 
deliberation and the final outcome in this case are in the immediate future. 


PERMANENT CERTIFICATE NEEDED 


Mr. Chairman, I would now like to direct my remarks specifically to the matter 
under consideration here today, and that is the question of whether the local 
service carriers should be provided the opportunity of securing certificates of 
convenience and necessity for an unlimited duration. 

At the time the Civil Aeronautics Administration Act was passed, such a thing 
as local service air transportation did not exist. Since that time there has never 
been any formal indication of the opinion or feeling of the Congress in respect tu 
the action of the Board in extending the facilities and the convenience of air 
transportation downward and outward to more and more of the people of the 
United States in the smaller and remote communities. From time to time, of 
course, the Congress has considered the requirements for appropriations to per- 
mit the operation of such services, and they have provided the funds sought to 
assure the continuation of these services. But even then there has still been no 
expression of opinion or intention respecting local service air transportation. 

The question of the intention of the Congress in respect to the continuation of 
these services is a pressing one. In fact, I have misgivings that unless there is 
now a clear statement of the Congress in respect to such services, in future they 
may suffer. 

As the members of this committee know, a well-established principle of public- 
utility economics is the desirability of granting an economic enterprise a long 
enough period of settled operations to permit it to finance itself and assure in- 
vestors in the organization of a reasonable chance for at least a return of their 
original investment. The history of public utilities has demonstrated that short- 
term and limited-term franchises have not worked satisfactorily. Some of the 
objections to short-term franchises are: (1) adequate financing is difficult to 
secure; (2) management is not given sufficient encouragement to make long-term 
permanent improvements; (3) difficulties are often experienced in securing per- 
sonnel under competitive job conditions; (4) organizational spirit may suffer 
somewhat due to doubt and uncertainty. 

If such a principle is applicable to telephone, gas and electric transmission 
lines, bus, truck, railroad, and other major utilities, it logically and practically is 
applicable and desirable for the local-service airlines, especially when they have 
demonstrated their ability to grow and survive despite such handicaps. 

We of Pioneer, as a member of the local-service industry, feel that we have 
made substantial contributions to the foreign and domestic commerce and the 
postal services. There is another factor present in such an undertaking as ours 
which I believe to be of national importance; that is its direct, tangible contribu- 
tion to the national defense. Pioneer has a route studded with military installa- 
tions. There are active bases of the Army, Navy, Air Force, or Atomic Energy 
Commission in all but 5 of the 21 stops on the Pioneer system. There has been in 
past and will be in future a continuing need for scheduled air transportation by 
these military installations on the Pioneer system. 

Another important phase of the national-defense aspect of the operation of 
Pioneer is that the company employs skilled aviation technicians of which more 
than 80 percent have had military training and experience and who daily enhance 
as well as maintain their aviation skills. The proficiency which these men and 
women retain is a reservoir of potential strength for the Armed Forces. We 
believe that the funds which would be required for the same people to retain such 
skills in the military is as great or exceeds the mail-pay requirements of Pioneer. 

According to the 1950 census, there were over 2,250,000 people residing in the 
cities served by Pioneer. Ten of these cities have no airline service other than 
that provided by Pioneer. The fact that these airports are in operation is im- 
portant to the national defense. Many of these airports were built at great 
expense by the Government during the war, and if it were not for the scheduled 
operations of Pioneer, several would be allowed to be decommissioned and would 
deteriorate. 


* 
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Many of the cities which Pioneer serves have made large expenditures of 
moneys not only in connection with their securing airline services in the first 
instance, but also in the construction and improvement of their airport facilities 
to accommodate the operations of Pioneer. More will be required in the future. 
It would seem to Pioneer that if these cities are required to make these sub- 
stantial expenditures they are entitled to know as soon as possible if the services 
they are receiving are to continue. 

I am sure that the members of this committee can appreciate the difficulties 
of planning for the future, of planning for any kind of improvements in the 
service, in the type of equipment used in local air-transportation operations, or 
of personnel programs when the certificates have no more duration than 3 to 
5 years. Pioneer recently had the experience of acquiring new equity financing 
in order to reequip its fleet with modern airplanes. In order to accomplish the 
financing, it was necessary for Pioneer to enter into financial arrangements 
under less favorable conditions than those enjoyed by many of the permanently 
certificated trunk carriers. On its bank loan, Pioneer was required to pay 
interest at the rate of 5 percent in contrast with 3% to 4 percent enjoyed by 
some of the permanently certificated carriers. Two of Pioneer’s principal 
stockholders were required to purchase 2144 percent of the 75,000 new shares 
of stock, and the underwriters also charged Pioneer 114 points commission for 
handling the sale of the stock. We are confident the entire financing program 
would have been less expensive had we been permanently certificated. 

In the first 5 months of this year Pioneer transported 58,363 revenue passengers 
on its DC-3 operation, or an overage of 10.46 passengers per mile flown. When 
the major trunk airlines were granted permanent certificates in 1938 not one 
of these carriers were averaging 10.46 passengers per mile flown. Only 1 carrier, 
American Airlines, was averaging in excess of 10.46 in 1939; only 2 carriers, 
American and Colonial, had a greater average in 1940, and only 8 carriers 
attained this record in 1941. It should be pointed out that these carriers, 16 
in all, had been in the scheduled airline industry for a number of years. There 
are Many permanently certificated route segments of trunk carriers developing 
less traffic today than Pioneer’s temporarily certificated segments. 

I recognize the advisability that many services authorized by the Civil Aero- 
nautics Board should be for a temporary period at the outset, and perhaps 
for one subsequent period as has been the policy of the Board to date. But 
somewhere along the line, and we belive it to be now, there should be the assur- 
ance that having made a satisfactory demonstration of honest, efficient, and 
economical management, and having had a substantial public acceptance of 
the services provided, at a reasonable cost to the Government, the local-service 
carriers may expect to receive a permanent certificate; and by this means secure 
that stability which the Congress provided for all of the trunk carriers through 
the “grandfather certificate” clause of the Civil Aeronautics Act. 

I can assure you that in my judgment the favorable consideration of the 
legislation before this committee is of considerable importance to local-service 
‘sarriers Who are providing the advantages of air transportation to the smaller 
cities and communities of the United States. They do not have the subsidy of 
population which is inherent in the route structures of the larger carriers. Gen- 
erally, their costs for the operation of planes have been lower than the com- 
parable costs of the larger carriers; so I believe that the Government is buying 
a good service of them on the basis of payments made. 

I want to thank you for the opportunity of being here before this important 
committee, and for your patience and courtesy in hearing me. 
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APPENDIx A.—Nelected statistics of Pioneer Air Jines showing growth and 
progress for period 1945 through 1953 


Percentage 


Number of mail pay to 








Year PaSsEnet ae total oper- 

carried . | iting re- 

venues 
1045 4,452 1, 347, 993 71. 53 
194¢ 20, G87 5, 903, 860 64. 20 
1947 62. 698 6, 513, 708 54. 42 
1948 03, B55 25, 090, 191 51.87 
1949 104, 112 28 295, 833 50. 72 
1950 128, 171 34, 450, 521 38. 37 
1951 161. 856 42.1 } 30. 01 
52 182. 144 18. 662, 686 30. 12 
105. 46, 859 40, 750, 223 31.91 

From inception of operation Aug. 1, 1945, to Dec. 31, 1953 


This has been my first opportunity to appear before a congressional 
committee and I appreciate very much the opportunity for that priv- 
ilege today. 

Mr. Hinsnaw. Thank you, Mr. Lawrence. We are delighted to 
have vou here to make the prese ntation. 

I think this is a good op portunity for me to ask a question which 
has been prompted for some time, that is, in connection with your 
statement on page 4 as to how the Martin 202 equipment is working. 
Of course, I do not mean to single out the Martin, because there are 
other manufacturers of similar equipment; but I remember a contro- 
versy your airline had with the Board as to the purchase of this air- 
craft. Do you still have them and do you still operate them and, if 
so, What has been the result ? 

Mr. Lawrence. Yes, sir, we still have them, 9 in all; we are operat- 
ing 1 of the aircraft today and, if I may, I would like to read this 
paragraph on page 4 with respect to the Martin equipment : 

Pioneer made a long and careful search for new flight equipment, and finally 
in 1952 purchased nine 36-passenger, 250-miles-per-hour Martin 202 planes. In 
connection with the reequipment program Pioneer made application to the Civil 
Aeronautics Board for a new mail rate which would assist it financially in the 
transition period from DC-—3’s to the Martin 202’s and what we believed to be 
eventual self-sufficiency. On March 13, 1953, almost 1 year after the applica- 
tion for a new mail rate had been filed, the Civil Aeronautics Board issued its 
decision refusing to grant Pioneer the temporary mail pay needed. The results 
of this policy decision by the Civil Aeronautics Board are being felt today, not 
only by the local service carriers whose hopes are lessened in acquiring modern 
equipment, but also by trunk airlines. 

More specifically, in answer to your question, Congressman Hin- 
shaw, we believe the Martin program was a very, very good one. I 
think that has been the experience, too, of Southwest Airways. We 
are delighted now that we are in such a financial position as to be able 
to return to their partial operation; but IT must say that the aircraft 
is available for sale and we are negotiating with several companies 
for the sale of that equipment to them. 

The Martins received excellent public acceptance. When it became 
necessary for us to take them off of our routes, our traffic immediately 
dropped by around 50 percent, as evidenced in appendix A. Our traf- 
fice in 1952, at which time we had only 6 months of full Martin opera- 
tion, showed we carried in excess of 186,000 passengers. 
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1953 was a very strong year for us. During the first 244 months we 
had full Martin oper ration; for the next 6 months, we had only partial 
Martin cperation, and by October 1953 we had completely converted 
back to DC-3 equipment. 

The DC-3 in the first 5 months of this year averaged only 10.46 pas- 
sengers per mile; when we took the Martins off we were averaging 
between 15.75 and 16 passengers per mile. So we had a drop there 
of 50 percent in our business. 

Mr. Htnsuaw. I believe youe xpressed yourself at that time as being 
confident that faster and larger equipment would produce for you not 
only load factors that were increasing, but you would also increase 
the number of passengers carried because of the service rendered. Is 
that correct ? 

Mr. Lawrence. That is correct, sir. 

Mr. Hinsuaw. And that in all probability the Martin was the size 
plane that should be used on the main route of the Pioneer Air Lines? 

Mr. Lawrence. That is correct, sir. 

Mr. Hrysnaw. Of course not being supported in the initial pur- 
chase of such equipment, you did have to withdraw the equipment 
and place it on the market ? 

Mr, Lawrence. I might point out there that the area in the addi- 
tional cost which we required at the outset was due primarily to the 
necessity for paying a return on a higher base investment, which was 
not attributable to the DC-3. The additional traffic which the Mar- 
tin aircraft would attract would pay for the additional operating cost. 
The main area of additional subsidy which we required was for the 
retirement of the investment, or paying a return on the investment 
to the investors which, under our rates of depreciation in 7 years 
would h: ave complete ly eliminated it and of course would have lessened, 
after the first 2 or 3 years, the subsidy. 

Mr. Hinsuaw. I know before the Civil Aeronautics Board took 
control over the carriers in respect to what equipment they shall use, 
that the permanent certificated carriers had the right, as I under- 
stand it, to purchase this equipment and to receive the additional mail 
pay, if any, necessary to operate it, provided that they can make a 
showing as to honest, economical, and efficient management. 

Now I wonder what portion of the tax re ferred to by the Board is 
due to refusing to sustain your position ¢ 

Mr. Lawrence. First, let me say we relied on the Board’s deci- 
sions in the past where they had supported the carriers in the transi- 
tion to new equipment which in turn he ‘Iped those carriers to attain 
a better financial position, even to the point where the carriers had 
difficulty with certain srennont after they acquired it. I have refer- 
ence there to the DC You may recall when those airplanes were 
put in service, they ae some problems and similarly some loss. 

Mr. Hinsuaw. Indeed I do remember quite vividly they developed 
some problems and several were lost. I remember the problem con- 
nected to the heating system, which was in the stream of flow of the 
inboard tank overflow. 

Mr. Lawrence. That is exactly it. Those aircraft were grounded, 
as you recall, for quite a period of time. It was necessary for them 
to be flown back to the factory on the west coast for further modifi- 

‘ation work. 
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As I recall, the mail rate cost of those carriers, the Board supported 
them in those unusual costs which they incurred themselves. 

To answer the other part of your question, the Board refused to 
grant us the rate based on economical and efficient management. 

Mr. Hinsnaw. Was the Board notified in any way by ‘the company 
in advance of the acceptance into the system or, let us say, even in 
advance of the placing of the order for the Martin 202? 

Mr. Lawrence. Yes, sir, they were. 

Mr. Hrnsnaw. How long a notice did they have of the action being 
taken by the airline before they actually refused to accept their appli- 
‘ation for additional mail pay ¢ 

Mr. Lawrence. We had discussed with various members of the 
Board and particularly the Chairman this problem of equipment— 
the overall problem of equipment and what we were to do about ob- 
taining a new airplane; what we considered to be the advantages in 
a new ‘airpl ine for us, showing the cost, what was happening to our 
operation and why we felt a new vehicle was absolutely necessary for 
us over a per iod of years. 

Mr. Nyrop was then Chairman of the Board and we discussed, Gen- 
eral Smith and I—General Smith more particularly, because he was 
president of the company—discussed it with him from time to time. 
We did not go to the Board and ask them if it met with their approval 
that we buy this particular airplane: because the case history of the 
Board is such, being a quasi-judicial board, it would not be within 
their prerogative to tell us whether they thought it was a good idea 
or not. In fact, they had told other carriers in various decisions 
that that is a decision for management to make, and we relied on that. 
But the subject of equipment was discussed with the Board members 
on any number of occasions. We did not think it was within pro- 
priety for us to ask them about this case, or to commit them to the 
program before we put it in; because we felt that was the responsibility 
of management. 

Mr. Hinsuaw. It seems to me at the same time that is placing the 
local-service carrier in an unnecessarily hazardous position. where the 
action of management taken in good faith and with high expectations, 
is not supported by the Board even though the Board is aware of the 
action being taken at the time it is taken, and certainly placed the 

arrier in a situation of t: aking a great loss. And I think some correc- 
tion should be had of that sort of thing. I do not know how it should 
be done, but at some time in the future I will ask Mr. Nyrop for a 
suggestion, and seeing he is no longer with the Board but in a private 
capacity, I think he will be free to give good advice. 

There is one other point in connection with your statement which 
I would like to inquire into. I am interested in the contemplated 
merger of Pioneer and Continental. Does that originate entirely 
between Pioneer and Continental, or is that at the suggestion of the 
Board? 

Mr. Lawrence. That originated entirely with the two carriers, and 
I would like to explain it a little more in detail. 

We have discussed the possibility of merging with Continental for 
a period of years and on December 10 of this last year we filed an 
application with the Civil Aeronautics Board for approval. Con- 
tinental is a carrier which operates in the same general region as does 
Pioneer in the Southwest. We serve eight points in common with 
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them, and the majority of the routes which they operate are not too 
unlike those of Pioneer. In other words, it was considered from a 
practical point of view and operational point of view—that of local 
service, And even though they are a so-called regional-trunk carrier, 
in the past our subsidy requirements have been comparable. At one 
time I think Pioneer’s mail-pay requirements were a little lower than 
those of Continental; but today, because of route improvements in the 
Continental system, mainly through interchange operations, they are 
in a better subsidy position than are we. But we believe the integra- 
tion of the two companies, because of their similarity and character, 
because the service is in the same homogeneous area, would be in the 
public interest. We believe it will further reduce their requirements 
for Federal support not only for the Pioneer portion of the system, 
but also that of Continental Airlines. We believe, first of all, it to be 
in the public’s best interest. 

Mr. Hinsuaw. And there has been in no sense any pressure put on 
either airline by the Board to enter upon this merger / 

Mr. Lawrence. That is correct; no, sir. It was a straight, arm’s 
length transaction, approved by the management of both companies 
and the stockholders of both companies and endorsed by the personnel 
of both companies. 

Mr. Hinsuaw. In connection with the proposed merger may I ask 
whether the route certificate of Pioneer Airlines be carried over and 
become permanent without action of the Board ? 

Mr. Lawrence. No, sir; under the contemplated action, the route 
systems would be integrated on their present authorization. In other 
words, our route certificate was due to expire in September of this 
year and, whatever action is taken on the merger, it may be that our 
certificate will expire before the decision is made on the merger case 
and it will be necessary for Pioneer, as a separate entity, to prosecute 
a renewal of that certificate. If the merger is concluded prior to the 
expiration of our certificate, it will then be up to the new company, 
or the combined company, to prosecute its renewal. But in any event, 
we believe on the routes which we are operating and have operated 
now for nearly 10 years—a decade—certainly the public which we are 
serving is entitled to know if those routes are to be made permanent at 
the earliest possible date, and we urge their being made permanent. 

Mr. Hinsuaw. The merger is not contingent upon the renewal of 
the Pioneer route certificate ? 

Mr. Lawrence. That is correct. 

Mr. Hinsuaw. Now, Mr. Thornberry, I believe you have some ques- 
tions. 

Mr. Tuornperry. I want to say, Mr. Chairman, you have developed 
the points I wanted to make about the experience of Pioneer in the 
purchase of new equipment. I appreciate the manner in which you 
developed this important point. 

Mr. Lawrence, I believe you stated awhile ago this is the first time 
you have appeared before a congressional committee. I want to con- 
gratulate you. I am sorry General Smith is not here, but I think you 
have handled the matter very well. 

I want to refer to that part of your statement in connection with 
Pioneer’s experience in obtaining additional capital. Yesterday the 
statement was made, I believe by the Chairman of the Civil Aero- 
nautics Board, where he stated, in effect, there was not any difficulty in 
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obtaining capital; therefore he saw no reason for issuing permanent 
certificates. I believe in your statement you said because of the tem- 
porary nature of Pioneer’s temporary certificate you had difficulty in 
acquiring additional capital; that you had to pay a higher rate and the 
individual stockholders had to agree to incur additional obligations in 
order to obtain needed capital ? 

Mr. Lawrence. That is correct, Mr. Thornberry. And with all due 
respect to the Chairman, I must state the fact is I take issue with him 
on this point, because we are one carrier that has gone through a pretty 
heavy financing program in acquiring equity capital. We were very 
fortunate, I must say, in securing it, but it was a most laborious task to 
acquire it. 

One of the things that was particularly expensive to us was that on 
our bank loans the banks charged us 5 percent—that is the best 
arrangement we could make—while at the same time the same banks 
were offering other carriers with permanent certificates lower rates in 
the neighborhood of 3.5 to 4 percent. 

Also, 2 of our stockholders, as you pointed out, were required to 
purchase 21.5 percent of the $75,000 of new transfers of stock, and 
they purchased it on the open market the same as any other purchaser, 
and they paid as a penalty of buying on the open market 1.25 commis- 
sion to the underwriters for selling it, and those were the best arrange- 
ments which we could make. 

I must say that even then the banks and the investment people felt 
as we did. They were very optimistic about the program, even 
though we only had at that time 2 years left on our certificate. But 
fortunately we were one of the local-service carriers whose record 
had been among the best, that is, in the requirements for subsidy and 
the development of commercial revenues; but even then the most 
optimistic of them and those who had dealt in airline finances for a 
number of years felt there would be a very, very great need for them 
in time. And I believe now the Board in its decision has damaged 
the industry substantially in their efforts to do such programing 
in the future by virtue of our rate decision. 

Mr. Trorneerry. The point I want to make—is it your opinion 
that the additional burden which was encountered in the additional 
financing was caused mainly because of the fact you had only a tempo- 
rary certificate for 2 years. 

Mr. Lawrence. That is correct. We could have done it a lot 
cheaper and a lot quicker if we had had a permanent certificate. 

Mr. THorNeperry. | think that is one of the issues involved in this 
legislation which is very important. 

I believe that is all the questions I have. 

Mr. Youncer. What is the length of the last certificate which 
Pioneer received ? 

Mr. Lawrence. We received only a 5-year certificate. Actually it 
was not for 5 years. On the face of it, it was to be for 5 years, except 
they counted from the time of the expiration of the last certificate less 
3 months, so as to get it on a new quarterly basis, and not from the 
time of the final decision of the Board. I think actually it ran more 
nearly 4 years from the final decision of the Board until it was due 
to expire in September of this year. 

Mr. Youncer. What is your estimate of the cost of these recurring 
appearances before the Board to get new certificates ? 
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Mr. Lawrence. It has been some time, Congressman Younger, 
since I have estimated this, but it is my recollection that the direct 
cost was in the neighborhood of $25,000 to $30,000. That does not 
include the time away from business of our president, or my staff in 
the traffic and sales section, or my time, or many of my travels to and 
from cities, but the direct cost of such as attorney’s fees, the multi- 
lithing and distribution of the exhibits and meeting the procedural 
specifications. I would suppose those costs would bring it up to 
around $50,000. 

Mr. Youncer. In addition to the time of your officers that was con- 
centrated on the renewal rather than on the development of your com- 
pany to a self-sufficient operation ? 

Mr. Lawrence. That is correct, and that is an awfully important 
subject; because, being a small company, we cannot afford to go out 
and engage high-priced counsel to do it for us; we must, instead, do 
it for ourselves, which takes time away from our business. 

Mr. Youncer. When you receive a certificate whether for 5 or 7 
years, or if you were to receive a permanent certificate, would you con- 
sider that certificate is a guaranty of a monopoly of that route, or a 
guaranty of the existing subsidy, or Government assistance for the 
entire length of the certificate; or would you consider that CAB has 
a right to review this annually, or whenever their convenience 
demands? 

Mr. Lawrence. I would not consider it a permanent right in that 
sense, and would think the Board would have the privilege of review- 
ing it. 

Mr. Youncer. That is all the questions I have. 

Mr. HinsHaw. As a matter of fact, the Board does review on the 
regional route cases with a reasonable degree of frequency. 

Mr. Lawrence. That is correct. 

Mr. Hinsuaw. It reviews the whole business in a given area and 
makes its decision as to what routes, and so forth, there should be at 
that time ? 

Mr. Lawrence. That is correct. 

Mr. Hrnsuaw. We thank you, Mr. Lawrence, for your very fine 
presentation, and tell Mr. Smith that we are sure Pioneer was as well 
represented as though he had been here himself. 

Mr. Lawrence. Thank you. 

(The committee thereupon took a recess until 2 p. m. ) 


AFTER RECESS 


The committee reconvened pursuant to the taking of the recess, Hon. 
Carl Hinshaw presiding. 

Mr. Hrnsuaw. The committee will come to order. We have as our 
first witness on H. R. 8898, Robert E. Peach, president of the Mohawk 
Airlines, of Ithaca, N. Y. We are very delighted to have you present 
to present your testimony on this very important matter. 


STATEMENT OF ROBERT E. PEACH, PRESIDENT, MOHAWK 
AIRLINES, INC. 


Mr. Peacu. My name is Robert E. Peach. I am president of Mo- 
hawk Airlines, Inc., a certificated local-service air carrier whose home 
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offices are in Ithaca, N. Y. I very much appreciate the privilege you 
gentlemen have extended me in permitting my appearance before this 
committee, 

Mohawk Airlines oper: ites scheduled local air service with 10 mod- 
ernized 26-passenger DC-—3’s and 1 Sikorsky S-55 transport helicopter, 
carrying persons, property, and mail between 30 communities within 
the general areas bounded by Boston, Buffalo, and New York City. It 
operates a route between Buffalo-Niagara Falls and Boston serving 
the important intermediate points of Rochester, Auburn-Geneva, 
Ithaca, Syracuse, Utica-Rome, Albany-Schenectady-Troy (all in 
New York State); Keene, N. H1.; and Pittsfield, Westfield-Spring- 
field-Holyoke, and Worcester, Mass. Mohawk furnishes the sole com- 
muter air service between New York City and the upstate New York 
points of Utica-Rome, Watertown, Binghamton-Endicott-Johnson 
City, Elmira-Corning, Ithaca, and Auburn-Geneva. In addition, Mo- 
hawk flies various segments connecting points on these two basic routes. 
Mohawk flies into or over the States of New York, Massachusetts, 
New Hampshire, New Jersey, and Pennsylvania. 

Mohawk Airlines was founded and ap plied for its certificate in 1945 
as Robinson Airlines. A scheduled intrastate service was operated 
within New York State for more than 3 years at a deficit of $461,000 
in order to demonstrate to the Civil Aeronautics Board Mohawk’s abil- 
ity to operate a scheduled air service and the need of the area for such 
a service. Of this amount only $141,406 was recognized by the Civil 
Aeronautics Board, however, as a necessary expenditure in demon- 
strating the applicant’s ability and the pub lic need, when the Civil 
Aeronautics Board certificated the service in 1948, 

Mr. Hinsnaw. May I ask why they considered $141,000 plus was 
the only amount of deficit necessary to demonstrate the ability of the 
Mohawk to operate asc ‘heduled air service ? 

Mr. Peacn. We operated an intrastate airline. We were one of 
more than 50 applicants for this basic route and we determined that 
the only way we had to set ourselves out ahead of the pack was actually 
to operate an airline over the route to prove our ability, and to prove 
the public need. And the Board took the position that only to the 
extent this operating loss could be shown as training cost, route sur- 
vey flights, and so forth, were they to be recognized. The entire pro- 
ceeding took just a little over 3 years to work our way through the 
Board. 

Mr. Hinswaw. What was the cost to Mohawk of that proceeding? 

Mr. Peacn. According to the Board, it was $141,000 and according 
to Mohawk it was $461,000, because the Board in its opinion awarding 
our original certificate said the reason they had selected us was that 
we had shown our ability to operate an airline carrier. 

Mr. HinsHaw. What did the proceeding before the Board cost ? 

Mr. Peacn. The proceeding before the Board cost a portion of the 
$141,000. Icannot remember exactly, but I can tell you that our second 
renewal proceeding in 1951 and 1952 cost in cash $17,000, which is the 
lowest certificate renewal cost that any local carrier has had. And the 
only reason it was the at low was that the entire case was presented by 
the management of the company, including myself, and we did not 
employ outside counsel. So we had a very substantial diversion of 
management talent from the rest of the business, and it still cost 
$17,000 in cash. 








CERTIFICATES FOR LOCAL SERVICE AIR CARRIERS 125 


Mr. Hinsoaw. You may proceed. 

Mr. Peacu. This first temporary certificate expired in 1951, by 
which time Mohay wk had become a well org nized, sh ort- haul SC hed 
uled airline, flying more than 100,000 passengers yearly at constantly 
cae reasing sub idy costs. Mohawk again went through the complete 

certification process in 1951-52 and again demonstrated its incre 
io ability. The public demand for service was sup ported by cis 
and municipal leaders in every city on the Mohawk routes. This time 
the proceeding consumed a total of nearly 1 year and cost Mohawk 
$17.000. It cost the taxpayers at Federal, State, and local levels much 
more, 

Incidentally, 1 believe this is one of the lowest certificate renewal 
costs ever reported by a carrier and was minimized only because Mo- 
hawk’s top officers prepared and documented the entire proceedit os 
without employing outside counsel. The cost of this proc eeding in 
management talent diverted from the operation of our business was 
considerable, however. 

This second certification proceeding resulted in a 7-year te mene ry 
renewal of Mohawk’s operating authority iecaentl 1958. This award 
(made in 1952) extends Mohawk’s certificate further into the chaos 
(mid-1958) than the certificate of any other local service carrier re 
newed since that date, and was made in recognition of Mohawk’s 
leadership in traffic development and reduction in subsidy need. 

I believe Mr. Gurney yesterday said there was only one 7-year cer 
tificate renewal granted. There have been 2; 1 to Piedmont and 1 to 
Mohawk. 

Since that time, Mohawk Airlines has expanded its service to twice 
the 1951 passenger volume at a substantial and continuing reduction 
in subsidy required per mile flown, per passenger carried, per com 
munity served, and most important of all, per taxpayer and voter te 
W hom this vital local service has been made available. 

The local-service carriers as a group have demonstrated to the 
Nation the importance of this service, which the Civil Aeronautics 
Board still characterizes as experimental. It is time the Government 
made up its mind. If the voters feel the experiment has been unsuc 
cessful, let’s terminate it, and stop wasting taxpayers’ and stockhold- 
ers’ money on a worthless experiment. Those of you who have local 
air service in your home district now, I think, the strong protest that 
such a move would create in your community. 

If, on the other hand, local air service has proved a substantial asset 
to your community and the Nation, and if you feel that your con- 
stituents have gotten their money’s worth from the relatively insig 
nificant dollar payments made to these local carriers when compared 
to the billions of dollars poured into supporting potato prices, butter 
prices, rural free delivery, railroad grade crossing elimination, the 
merchant marine, rural electrification, Federal power, and the thou- 
sands of other projects supported wholly or in part by public funds, 
then we believe it is time to stop talking about experiments and to let 
the local-carrier managements concentrate upon running a scheduled 
air service instead of spending a substantial part of their time and 
yours politicking for survival. 

Gentlemen, whether your hometown receives permanently certifi- 
‘ated scheduled air service today usually depends solely upon whether 
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or not it was receiving it 16 years ago yesterday on June 23, 1938, the 
day the Civil Aeronautics Act was passed. If an airplane company 

happened to be maintaining some semblance of scheduled service to 
your hometown 16 years ago yesterday, chances are you have perma- 

nently certificated air service. If not, your service if any, is tempo- 
rary. Is this historical accident a valid criterion ? 

Watertown, N. Y., a community of 20,000 people, receives perma- 
nently certificated service today from a 25-year-old trunk airline, 
which still receives as much subsidy as does 5-year-old Mohawk. 

Ithaca, N. Y., population also 20,000, receives temporarily certifi- 
cated air service from Mohawk. Ithaca boards, on Mohawk, 10 times 
as many passengers per day as ever boarded the trunk carrier, Colo- 
nial, at Watertown. Yet the citizens of Watertown have a guaranty 
of permanent air service, Federally supported, which permits them 
to continue their investment in municipal air facilities with confi- 
dence. Ithaca cannot. Why? Merely because of the historical acci- 
dent that Watertown happens to be served by a carrier that was mak- 
ing sporadic daily attempts at serv ice on June 23, 1938. 

T submit that this is not the kind of basis on which a sound and 
equitable national transportation system can be built. 

Mohawk joins then the other 13 local carriers in asking that we 
be given an equal opportunity to that granted the 13 (then 16) trunk 
lines by their permanent certification “under the grandfather clause 
of the Civil Aeronautics Act of 1938. 

Mohawk Airlines itself shows every promise of becoming completely 
self-sufficient without relying on subsidy within a very few years. 
This month Mohawk will receive less than 20 percent of its total oper- 
ating revenue from its so-called mail-pay subsidy. It is true that some 
of the other local-service carriers have not shown as rapid progress 
toward self-sufficiency and may, because of the sparsely populated 
areas or rugged terrain served, never be completely free from Federal 
support. However, exactly the same condition existed in 1938. Three 
of the thirteen surviving trunk carriers are still subsidized and the 
rest. were helped materially toward self-sufficiency by World War IT. 

Rural free delivery service, which last year cost more than $200 
million, was designed to help the farmer. However, rural delivery 
men also deliver mail to summer residents to whom such mail delivery 
is merely a luxury. Yet no one, I believe, would consider abolishing 
the rural free delivery service merely because it happens to extend to 
some areas of dubious necessity. So it is with the 14 local carriers. 

By the same token, if you buy an apple from a street vendor for 
10 cents, you expect it to be perfect and you pay for it accordingly. 
If you buy apples by the bushel at 2 cents apiece you are bound to 
find some imperfections. Yet this does not discourage you from tak- 

ing advantage of the saving involved in buying apples by the bushel. 

I strongly urge therefore that the benefits of permanent certification 
which would accrue to all the local carriers would more than outweigh 
in overall saving to the Government the relatively small burden that 
the Government might assume in permanently certificating 1 or 2 
weaker carriers. 

The argument has been used by the Civil Aeronautics Board, and 
vou heard Mr. Gurne y testify to this again yesterday, that they must 
retain a measure of regulatory control over these new carriers through 
the temporary nature of the certificate authorization. On the con- 
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trary, there are various regulatory means available to the Board 


whic would i} ke a ’ | he carrier vhich Nn ne 
hich would not invoke a penalty on the carriers which are Making 
rapid progress toward selt suflic eney and would at the same time 
compel such progress on the part of the weaker carriers. “These powers 


aré the powers to regulate the rates of compensation for carriage of 
passengers, cargo, and mail, the amount of mail subsidy, the power 
to investigate the operating efliciency of carriers, to determine the 
efficiency of the management, the power to investigate whether or not 
mergers or other consolidations are in the public interest, and many 
others. 

As a matter of fact all of these powers have been used and are cur 
rently being used by the Civil Aeronautics Board to force several of 
the still subsidized trunk carriers to reduce further their subsidy 
needs. Certainly the Civil Aeronautics Act did not contemplate that 
the Board could or should penalize the economic development of an 
entire group of carriers through limitation of the certificate authority 
merely to insure against an individual abuse of that authori ity by one 
carrier. 

[ should like to cite some of the progress made by Mohawk Airlines 
in its first 6 years of certificated existenc e which indicates that it has 
J carried out the mandate of the Civil Aeronautics Act and of the 

‘ivil Aeronautics Board when the so-called local-service experiment 
was established. Mohawk’s passenger traffic has increased from 56,000 
passengers carrier in the first 5 months of 1953 to 76,000 carried in the 
first 5 months of 1! 954, an increase of 36 percent. Mail volume is up 
27 percent from 73 to 93 tons. Cargo has increased 14 percent 
from 350 to 400 tons carried. All of those are figures for the first 5 
months of this year as compared to last year. 

This rapid rate of growth compares to an overall industry rate of 
growth in the first 5 months of 1954 of approximately 10 percent, in- 
cluding both trunk and local carriers. Inasmuch as Mohawk’s rapid 
rate of growth has been shared similarly by other local carriers it 
appears ‘that the tail may be wagging the dog and that the overall 
rate of growth of the entire industry may become increasingly depend- 
ent upon the tremendous progress made by the local carriers. 

I have attached a set of 11 charts showing the phenomenal growth 
of Mohawk Airlines over the past 5 years. 

I have these charts here which I would like to run through briefly. 
The first chart shows the growth in route structure of Mohawk starting 
as it did in 1945, between Ithaca and New York alone, and expanding 
now into the entire northeastern area 

The second chart shows the operating plant of Mohawk Airlines 
in its first winter of operation, where all of our maintenance was done 
outdoors, and so forth. 

This next chart shows that same plant today, which is an invest- 
ment of almost $500,000, which has been made by our stockholders in 
the operating plant and facilities which we ow n. 

Mr. Doxuiver. Where is that located ? 

Mr. Pracn. At Ithaca, N. Y.; and those may be now somewhat 
shaky plans, as I am sure you gentlemen must agree, when we can look 
forward to certification only through 1958. 

This next chart shows the growth by p: ussengers flown, and each one 
of those growt’ Saures for 1954 operations is currently being exceeded. 
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cargo flown is being made by freight and express. 
Mr. Dotiiver. The 1954 figures are projections? 


every case they are being exceeded by current operations. 
Mr. Dotutiver. But they are based on the first 5 months? 


employees of trunk carriers: and, by and large, they 


splendid job. 


other cases it is not. 


Mr. Peacn. The light blue is depreciation. 


your money. 
"Ty 


received $700,000, if you assign it all to airmail subsidy, 


passenger carried ? 
Mr. Peacn. Yes: it does. 
Mr. Dotutver. And is that the total mail pay ? 
Mr. Preacn. That is the total mail pay. 


mail pay in that figure ? 


tively insignifies ant figure. 


tion. 














































We will carry almost 225,000 passengers in 1954. The same growth in 
Mr. Peacu. The 1954 figures necessarily are projected, but in almost 


Mr. Pracu. They are based on the first 5 months; yes, sir. 

This chart shows the number of employees. There are almost 400 
employees today, and I would certainly second what Mr. Connelly, 
of Southwest, had to say this morning about the right of those em- 
ployees to be entitled to some sort of protection in their jobs, as the 
are doing a 


This next chart shows the investment Mohawk Airlines has made 
in airplanes and equipment and shows an investment of $2 million in 
airplanes and equipment, of which some $800,000 has thus far been 
depreciated. And remember, Mr. Gurney made the point repeatedly 
yesterday that the Board took care of the problem of equipment pur- 
chased by depreciation schedules which in some cases 1s true and in 


Mr. Hesevron. What is meant by the two different colors? 


You have heard a good deal about the increase in the subsidy need 
ot he local carriers from Mr. Gurney and the others on the Board, 
d I would like to point out that subsidy is something that cannot be 
talked : tbout in a vacuum: it has to be related to what you get for 


The heavy blue line on this next chart shows the he: avy increase in 
do lar sub idies to Mohaw k. as ce ympared to the 1949 figures, whe an we 
which it was 
not: but in the 1954 figures we will receive just under $1 million of 
subsidy. But that is only one part of the story; because for ) 
passenger carried in 1949, where we received $15.80 subsidy, in 1954 we 
vill only receive $4.90 and we actually figure it will run closer to $4. 
We are receiving that for service to twice as many communities 
1954 as we had in 1949. We submit the taxpayers are getting a much 
better deal for their dollars of subsidy in 1954 than they got in 1949. 
Mr. Doturver. Does that $4.90 represent so many dollars for each 


Mr. Dotiiver. You have not separated subsidy from compensatory 


Mr. Preacu. No: for this reason: The compensatory mail pay to 
Mohawk Airlines under the Board’s separation amounts, I believe, 
only to $30,000, roughly, of the $980,000 we will receive; so it is a rela- 


Mr. Doxitver. T am not questioning what the amount will be; I just 
want to be clear that the $4.90 in the one bracket and the $980,000 in 
the other bracket is the total amount you receive for mail pay 
there is no separation of the two categories of subsidy and compensa- 
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Mr. Peacu. No; I believe that is correct. 

This chart shows the same progress in the entire yardstick used by 
the Board primarily to demonstrate that those yardsticks all show the 
same result. The dark blue figure shows the commercial revenues ; in 
other words, the revenues exclusive of mail pay earned by Mohawk, 
and the light blue is the mail pay received, both in terms of per mile 
flown. You notice that decreased from 74 cents in 1949 per airplane 
mile flown, to an estimated 30 cents in 1954. The operating expense, 
which is the total of the light blue and dark blue, has stayed reason 
ably firm. It went down to as low as $1.02 per mile and has increased 
in the past 2 or 3 years to $1.12; but the commercial revenue has been 
increasing more rapidly than the operating expense. 

Mr. Hesevron. I notice that in 1953 and 1954 the total revenue re 
mains the same. Is there any reason for that 

Mr. Preacu. The total revenue in dollars ¢ 

Mr. Heseiron. If I understand it correctly, it is the total revenue 
mailand nonmail. I mean expense. 

Mr. Preacn. The total operating expense ¢ 

Mr. Hesevron. Yes. 

Mr. Pracu. Yes, sir; that has leveled off and is being maintained at 
the same level. 

Although the 1954 results are necessarily estimated, the first half 
year indicates that these forecasts will be more than achieved. Near ly 
one-quarter million taxpayers will receive first-class scheduled air 
service in and out of small or intermediate communities served by 
Mohawk this year at a total cost to the Federal Government in mail 
pay of approximately $1 million. I firmly believe that in perpetuat- 
ing this service you are giving your ¢ itizens more than their money’s 
worth. Nor is this Federal mail pay all outgo to the Treasury. 

Mohawk will pay in Federal taxes more than $500,000 in 1954. It 
will maintain in complete readiness for national-defense purposes a 
staff of 80 qualified airline pilots, 10 qualified airline dispatchers and 
meteorologists, 20 qualified electronic and radio experts, and nearly 100 
qualified aircraft and engine mechanics. It would cost the Armed 
Forces (by their own estimate) nearly $1 million to keep these 210 
skilled technicians in a comparable state of readiness. 

You have heard that the total subsidy payments are increasing to 
the local carriers. That is only part of the story. In 1949 Mohawk 
was paid approximately $600,000 in mail pay, or approximately $14 
per passenger. In 1953, although Mohawk was paid approximatel) 
$900,000, this amounts to only $5.50 per passenger. The per mile sub- 
sidy mail payment decreased from 65 cents per mile flown to 35 cents 
per mile. In 1954 the dollar subsidy cost per passenger will decline 
to about $4 and about 30 cents per mile, while the total dollar cost will 
go up from $900,000 to a million dollars. We believe, and our own 
Congressmen tell us they share our beliefs, that the taxpayer is getting 
a much better deal for his tax dollar invested in Mohawk Airlines in 
1954 than in 1949: He is paying not quite twice as many dollars for 
five times as many people to use the service at twice the number of 
communities. 

The Civil Aeronautics Act charges the air carrier and the Civil 
Aeronautics Board with the responsibility for aggressively promoting 
the advancement of aviation. Let’s look at Mohawk’s record in this 
respect: 
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1. Mohawk in 1948 was the first scheduled carrier in the United 
States to convert its entire fleet in accord with Federal planning to 
an all-VHF omnidirectional navigation and communication system. 

2. Mohawk is the first carrier in the United States to install and 
operate at its own expense in a small community, a terminal omni- 
directional landing aid. It also operates several other medium- 
frequency navigational devices available to and used by the general 
public and the trunk airlines at no cost to the Government. 

3. Mohawk is the first and only carrier in the United States today 
whose fleet is completely equipped with distance measuring equipment, 
the newest n: igation: al device. Mohawk is conducting accelerated 
service tests to improve the reliability of these units under contract 
spe the Air Navigation Development Board. 

Mohawk has so perfected the technique of phi ise aircraft over- 
wan that on 125 days in 1953 every Mohawk DC—3 transport was in 
scheduled revenue service, therefore giving peak load carrying capacity 
to Mohawk’s system. 

5. Mohawk has built and owns a complete 35,000-square-foot main- 
tenance and operating plant in Ithaca, N. Y., where in less than 10 
vears of corporate existence it has become one of the leading industries 
in the community. 

6. On June 7, 1954, Mohawk placed in scheduled service an eight- 
passenger transport helicopter, the first helicopter in scheduled inter- 
city service between regularly certificated points in. the United States. 
Mohawk made this substantis il investment without recourse to mail- 
pay support bee ‘ause ot its Cc ‘onfide ance in the future of loc al air service 
and of our company in particular. 

We earnestly submit that this pioneering record merits at least the 
same consideration of a permanent route certificate as when C ongress 
granted permanency to the then existing trunklines in 1938, who had 
a far less substantial record of progress at that time and certainly 
showed much less promise of ever becoming free from Government 
support than do some of the local carriers today. 

As a result of a comprehensive engineering survey and two inde- 
pendent passenger and community surveys, Mohawk spent nearly 
$100,000 last year in substantially modifying and improving the pas- 
senger cabins of its 10-plane, 26-passenger DC—3 fleet. It purchased 
a new $150,000 helicopter and is investing substantial funds in the 
pioneering helicopter flight schedule. It is constantly increasing its 
investment in its half-million-dollar maintenance plant. These in- 
vestments must have the protection of permanent certification without 
whie h it will be impossible for any carrier to replace its obsolescent 
_ 3 planes. In other words, the entire $100 million thus far invested 

: local carriers will be wasted through inability to buy airplanes to 
fly unless potential investors can look beyond a 1- or a 5-year franchise. 
Mohawk itself must be planning today for a large investment in multi- 
engine transport helicopters. 

So far all Mohawk’s capital has come from local inidustries and indi- 
viduals dependent upon the service. They have not had one penny 
in return for their investment, because even our meager earnings have 
been reinvested in plant equipment and service growth. Our pilots 
today, for doing the same work, are not paid nearly as much as trunk 
airline pilots. Nor are the executives. We must be able to attract 
more, and outside, capital. 
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No investor can reasonably be expected to invest equity capital, « 
bankers expected to loan money, to a company whose entire corpor: “s 
existence comes up on the bloc k once e very few years so that its sur 
vival depends not upon operating results, earnings, financial stability, 
or importance to the communities to which it renders public service, 
but instead upon the temper of the then administration or upon the 
whim of five political appointees. 

Had this situation been true of the trunk airlines in the last 15 years 
you would not today have American Airlines as the nation’s second 
largest passenger carrier, a choice of coast-to-coast nonstop flights, 94 
nonstop flights daily between New York and Chicago, or all the other 
assets of the great trunk airline system of America. 

The recent Air Coordinating Committee report approved by the 
President as a guide to civil aviation policy suggests that increased 
attention be paid to the transfer of marginal tratlic points (in plain 
English, small towns where most Americans live) from local carriers 
tv trunk carriers, on the premise that airline subsidy would then 
clisappear. 

Mr. Murray’s report is an excellent one, properly understood and 
administered. However, the majority of the Civil Aeronautics 
soard, in inviting trunk carriers to apply for the routes of Southwest 
Airways, one of the leading local carriers, have failed apparently to 
read carefully or to understand the Air Coordinating Committee 
report. ‘The only way to eliminate subsidy payments for uneconomical 
airline service is to eliminate the service. Transferring to trunk car- 
riers the economic burden of those of the 422 communities served by 
local carriers who do not pay their own way would result in merely 
changing the payee on the subsidy checks. The gross profit of the 
trunk airline industry last year was approximately | $50 million which 
would be cut in half by the transfer of the $23 million subsidy burden 

carried last year by the local airlines (and the 1954 results of the trunk 
carriers do not look promising). The transfer of local routes to trunk 
carriers might make sense, however, if the public continued to receive 
the same amount and quality of service. Let’s look at the record. 

Elmira, N. Y., is served twice daily by a trunk carrier between Buf 
falo and New York City. If vou want to go from Elmira to New 
York on the trunk carrier you can go at 3:30 p.m. only. You can 
come back at 7 a.m. only. If you want to go on — awk, the loca 
carrier, you can go at 7:30 a. m., 10 a. m., 1 p. m., 4:30 p.m., 7 p. m., 
and 9:30 p.m. A similar return schedule e sha 

Watertown, N. Y., is served by a trunk carrier, two trips daily. 
You can go to Washington at 4 p. m. only and return at 12:30 p.m. 
only and the trip takes 4 hours and 35 minutes. You can go to Wash 
ington via New York on Mohawk at 7:30 a. m., 1:30 p.m.,and 7 p.n 
and the trip takes 3 hours, including a 30-minute connection at New 
York City. 

One of the few trunk airlines in the United States which subscribes 
to the theory that it can better serve smal] communities than the local 
service carriers has seriously restricted and retarded the development 
of aviation in many of the small cities it serves. There are 15 cities 
on its system receiving less than 2 round trips dailv. Nearly any one 
of these would represent a substantial traffic market to a local carrier 
and would receive at least two round trips daily from it. 








132 CERTIFICATES FOR LOCAL SERVICE AIR CARRIERS 


It seems apparent then that subsidy and subsidy reduction cannot 
be considered in a vacuum. It must be directly related to the amount 
and quality of service rendered. No trunk carrier, with its necessary 
economic emphasis on long-haul transportation, can do an adequate 
job of filling the commuter ‘and feeder needs of small or close-in inter- 
mediate communities. This isn’t theory—it is demonstrated daily on 
published airline schedules throughout the United States. 

In summary, then, we are asking this Congress to act favorably upon 
Mr. Hinshaw’s bill, H. R. 8898, in order that permanently certificated 
scheduled air service will not continue to depend upon the historical 
accident of flying an airplane into a city on June 23, 19388. We ask 
for the following reasons that this Congress continue to demonstrate 
the foresight of its predecessor Congress who established the trunk 
airline industry in 1938 : 

1. Local air service is the most rapidly developing part of air trans- 
portation. Mohawk’s rate of growth this year is more than three 
times that of the scheduled industry. 

2. Local air service has been characterized by the Civil Aeronautics 
Board as an experiment for nearly 10 years. It’s time to make up our 
minds. Either eliminate it or make it respectable, and we submit that 
local air service has become such a vital part of the economy of 422 
communities throughout the United States that termination is im- 
possible. 

8. The certification process under the Civil Aeronautics Act was not 
intended to be perpetual. Mohawk has already been on the block 
twice. Mohawk Airlines is today a recognized factor in the economy 
of the Northeast United States. It deserves the same stability ac- 
corded to the other transportation systems with which it operates side 
by side. It cannot continue making business decisions on a day to 
day temporary basis. 

At nearly every intermediate point served by Mohawk through- 
< New York State and New England it serves more citizens per cap- 
ita than do permanently certificated trunk carriers who have had 20 
more years to develop their business. We can increase this penetra- 
tion if local communities are assured that their investments in air- 
ports, terminal buildings, lights, approach roads, hangar facilities. 
etc., are protected by the same assurance of permane ntly certificated 
scheduled air service that neighboring cities have. 

5. Mohawk is pioneering a considerable number of technical ad- 
vancements in aviation, now including the inauguration of the Nation’s 
first scheduled intercity helicopter service. We have substantial in- 
vestments in this and other research projects which are entitled to the 
same protection as the older airlines receive. 

6. Mohawk today is less dependent upon subsidy than were the Big 
Four trunk carriers in the late 1930’s when they were permanently 
certificated. Its rate of growth is greater than was forecast for the 
trunk carriers when they were permanently certificated. To fail to 
certificate Mohawk permanently at this point would be discrimina- 
tory toward its stockholders, employees, its communities, and cus- 
tomers. 

We in Mohawk Airlines are deeply appreciative of the Govern- 
ment aid and support which made possible our existence and growth. 
We are equally proud of the progress we have made, through stock- 
holder investment, and employee efforts, in reducing the subsidy level. 
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We are confident of our continuing ability to further reduce Federal 
support to the point of complete self-sufficiency within a very few years. 
Permanent certification of Mohawk would be the greatest contribution 
to our progress that Congress could make at this time, and would be 
of significant benefit to the 26 percent of the total population of 
the United States living within the Mohawk Airlines Service area. 

I thank you for the privilege of appearing before you. 

We feel in Mohawk that we have done a good job of carrying out 
the mandate of the act in pioneering. We have spent by now, I be- 
lieve, almost $100,000 in completing the equipping of our airplanes 
with the new field navigational facilities known as DME equipment, 
again in accord with the Federal plan. We were the first carrier in 
the United States to do that in 1948. We operate two TVOR stations, 
which is the newest kind of landing aid. 

You heard Mr. Gurney talk about it. That is the latest available 
type and is completely operated at Mohawk’s expense at Ithaca, N. Y. 

Mr. Hesevron. Will you explain those two sets of initials? 

Mr. Peacu. They utilize very high frequency radio to replace the 
old beam system which was susceptible to weather influences, In 
other words, in thunderstorms, they were not reliable. This new 
system is static free and as the beams are sent out all around the com- 
pass, there are 360 possible approaches to the instrument instead of 4. 
It takes both ground base equipment and airborne equipment, depend- 
ing on whether you are talking to the terminal aid or the en route 
aid over the airway. 

Mr. Hrnsunaw. I might add that a subcommittee of this committee 
in 1947 insisted that the Army, Air Force, and Navy get together with 
Civil Aeronautics Administration on a common system of aids to air 
navigation, rather than going off in 3 separate directions and install- 
ing 3 systems, and the omirange is VOR, which is another designation 
for the distance measuring equipment you have heard referred to as 
DME, which is a common system they decided upon, and the terminal 
VOR is the low power, very effective omirange, which is set up for 
assistance in landing terminals. 

And for Mohawk Airlines to have installed this equipment for all 
of those planes as the first carrier is quite a compliment to Mohawk’s 
forward vision and its advance in the art of flying 

Mr. Pracu. Mr. Hinshaw, I think you will be interested to know, 
also, that Mohawk is today the only scheduled carrier in the United 
States whose complete fleet is equipped with DME, or distance-meas- 
uring ean nt, which we are evaluating in service before taking it 
to the National De velopment Board on behalf of all scheduled carriers. 

One of your pioneering features on the broad base has been the use 
of the phase-overhaul program, whereby we overhaul airplanes piece- 
meal, instead of laying them up for a long period of time. We do that 
in order to have the use of our airplanes during the peak traflic periods, 
and that resulted last year in our being able to put every airplane we 
owned in revenue service for 125 days of the year, and it contributes 
materially to our ability to handle peak traffic loads. 

Perhaps the pioneering phase of our business that the public has 
heard most about recently is our purchase of this S—55 Sikorsky helli- 
copter. It is one of two transport helicopters in scheduled airline 
service in the United States other than the metropolitan taxi oper- 
ators, and is the only helicopter in operation in the United States 
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over a regularly certificated scheduled line. We use that on an aver 
age of two round trips a day between New York City and the resort 
area of Liberty and Monticello, up in the Catskill Mountains of New 
York State. 

We went into the helicopter business, 1 suppose, for three basic 
reasons. (1) We thought we had better do something about it our- 
selves. (2) We wanted to demonstrate our ability to penetrate new 
markets not available to fixed-wing aircraft because the communities 
were too small to afford a large airport investment. In other words, 
we feel, on a route such as Mohawk has, in fact in the heavily populated 
New England and New York area, 
the terrain, size of the community, and so forth, they cannot build 
an airport that will support a helicopter service 

(3) We did not want to be caught again with a secondhand air- 
plane in the sense of taking someone else’s operating ideas and mak 
ing them over to our specifications. We decided the best way to tailor 
the machine to our needs was to buy and operate one. That is what 
we are doing without recourse to subsidy and using the very limited 
profits available to us under the Board’s ratemaking procedures. ‘That 
is what we are doing to date. How long we can vear that economic 
burden depends largely on our ability to continue developing our 
DC—3 routes which are support ing this operat ion today. 

Mr. Dotiiver. How many passengers can you carry in the heli 
copter / 

Mr. Peacn. Eight. It cruises approximately 85 miles an hou It 
will carry eight passengers. It has a single engine, so it has to be 
operated where it can make a safe landing at any time in the event 
of engine failure. It will make a safe landing in any spot not much 
longer than this room from an altitude of even more than 300 feet, 
even if it happens to be hovering dead still in the air. Below 300 or 
above 20 feet you have no business hovering in a helicopter. You make 
takeoffs from a standing start at an altitude of just a foot or two above 
the ground. It has tremendous safety features. It has the ability to 
go straight up while the pilot checks his instruments and the func 
tions of his engines and the weight and balance distribution. 

Mr. Dotutver. What has been your traffic experience with it? 

Mr. Pracn. Our traffic experience so far has been very limited. It 
has been in operation since the 7th of June. Our fare, in order to cut 
the losses, is approximately 21 cents per passenger-mile, which is 
roughly three times the conventional fixed wing fare. I suspect it is 
probably too high. 

Mr. Dotiiver. Out of what port do you operate / 

Mr. Peacu. Newark Airport. That again has been one of the de- 
terrents in traffic development to date because we have not been able 
to operate out of Manhattan, which we hope to do. 

Mr. Hinsuaw. You can operate that out of Central Park. 

Mr. Dotuiver. How long is your route ¢ 

Mr. Peacu. It is approximately 85 miles. It is 55 minutes in one 
direction and 59 minutes in the other. 

Mr. Dotiiver. Did you make any intermediate stops? 

Mr. Pracn. No, sir, because we are not certificated for any place in 
the middle. The reason we are operating this, even though New 
York Airways operate these same type machines with only seven 
passengers in them, on a taxi operation is that we don’t feel we are 
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going to learn anything from that. Their average length of haul is 
10 or 15 miles. We have got to get the length of haul up to a com- 
parable distance to that of the fixed wing operation at the local carriers 
to find out what the maintenance and operating problems and expenses 
are. 

Mr. Dotuiver. Do I understand correctly that you just started the 
7th of June this year / 

Mr. Peacu. Yes. 

Mr. Douuiver. It has been in operation for only 15 days? 

Mr. Peacu. That is right. 

Mr. Hinsuaw. I would like to state I appreciate this statement 
about certificated carriers in the commercial operation, but I must lay 
claim to being the first commercial passenger by certificated helicopter 
in the United States and I have the certificate to prove it. It is dated 
sometime in 1947 from Los Angeles Airways. 

Mr. Peacu. I am sorry it does not have Mohawk Airlines on it 

Mr. Hesevron. I wonder if I can ask you a few questions. 

Mr. Hinsnaw. Certainly. 

Mr. Hrseirron. Who manufacturers the helicopter / 

Mr. Peacu. Sikorsky. 

Mr. Hinsnaw. Sikorsky is a subsidiary of United Aircraft Manu 
facturing Co. in Bridgeport. 

Mr. Hrsrevron. Have you any others on order / 

Mr. Peacu. No, sir. This machine does not carry a large enough 
load to be an economically feasible machine ever for our type of opera 
tion. It has only a single engine, which means we cannot fly it under 


instrument conditions with passengers. So it is strictly an experi- 
mental machine. 
Mr. Heserron. Do you have capacity space for mail and express 


and freight / 

Mr. Pracu. Yes, but so far the Postmaster General has not seen fit 
to designate the trips fly ing to carry mail. We have offered to « arry 
mail at no cost. 

Mr. Hesevron. Have you been carrying freight ¢ 

Mr. Pracn. Yes. 

Mr. Heserron. Are the difficulties in terms of operation unde 
adverse conditions great ? 

Mr. Pracn. You mean adverse weather conditions? 

Mr. Hesevron. a 

Mr. Preacu. No, sir, the helicopter has a different type of weather 
limitation than the areh ine because it has the abifity to stop or slow 
down or even turn around the back up in its own le rc As a result. 
the CAA permits us to operate this machine with operating limits of 
500 feet above the terrain; whereas, in our fixed-wing operation flying 
over identically the same terrain it has to be a thousand feet or more. 
It permits us to operate the machine in the conditions of more limited 
visibility than is the case with fixed-wing airplanes because you have 
the ability to stop ad put it down if you need to. 

Mr. Hrser ron. But I take it the helicoptei carries all of the safety 
equipment that your regular planes carry. 

Mr. Pracn, Yes. We have made eve ry e ‘ffort to operate it to exactly 
the same standards of eee that we operate the balance of our eae 
wing fleet. It is treated by our company; it is maintained by our 
people, some of whom kane gone through the Sikorsky isisenios 
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Training Se hool, in exactly the same way and maintained in the same 
way as our DC-3 equipment. The pilot in charge of this operation has 
for many years bee *n in charge of the New Yor k C ity police force avia- 
tion division and is a very experienced helicopter pilot. We are in 
uddition training, as we can economically afford to, our own fixed- 
wing pilots to fly it. We have one pilot ready to go now. 

Mr. Hesevron. How long does it take to train a ‘pilot? Let us as- 
sume that he is a pilot already certified to fly fixed-wing planes. How 
long does it take ? 

Mr. Peacu. We have a small difference of opinion with the Civil 
Aeronautics Authority on the subject. They say 100 hours as of today. 
\s of yesterday it was 150. We say about 50 hours for a very experi- 
enced pilot. Our pilot has a hundred hours and is now turned loose. 

Mr. Hesevron. How many do you carry asa crew ¢ 

Mr. Peacn. Just a crew of one pilot. 

Mr. Hesevron. Is there any safety question involved in that? 

Mr. Pracu. No, because flying a helicopter—at least, the single 
engine takes both hands. He has a throat mic rophone. There is 
nothing for a copilot to do. You are not flying by instruments so you 
use your eyes as a pilot to look out and keep a sharp lookout for other 
airplanes. I am not a helicopter pilot. I have flown it. I am an air- 
lines transport pilot. 

Mr. Heseron. I recogniz this probably is still something to con- 
sider in the experimental or initial stages of manufacture and I do 
not imagine the ultimate eccst can be foreseen, but can you give us any 
idea of the cost of the plane as against the cost of other types of planes 
vou have? 

Mr. Preacu. Well, one of our DC-3’s completely modified and on 
the line today costs almost $100,000, including the cost of the hull and 
the very substantial modifications we put it through. 

This machine new from the factory—and incidentally, this is the 
first and only, I believe, local service airplane that has ever been pur- 
chased directly from a factory—costs $150,000 equipped. The operat- 
ing cost of it so far, and I would not like to be held to these figures 
because I cannot tell what the ultimate experience with the parts of 
the machine may be, but by forecasting and using other people’s ex- 
perience with it, including the militar y experience, we would forecast 
somewhere in the neighborhood of $1.50 a mile as compared to rs 
roughly 50 cents a mile in direct operating cost alone of the DC 
equipment. In other words, it is about three times the cost as we see 
it today of operating a DC-3 per mile. 

I am not including in either of those figures the overhead cost of 
running the airline, and obviously we have added no overhead per- 
sonnel and are spending no overhead dollars. We are charging this 
machine off, the operation of it, as advertising expense. We are under 
a permanent mail rate and therefore the subsidy is not affected, plus 
or minus, by the operation of this machine. 

Mr. Hesevron. You and I have discussed this, but I would like my 
colleagues to know of it and I think it is useful to have it in the rec- 
ord. One of your routes goes through the First District of Massachu- 
setts and has two stops. The terrain in Pittsfield is very mountainous, 
en it is very difficult to get a DC-3 in under adverse conditions. You 
have found it necessary in certain instances to fly over it to Westfield 
- Albany with Pittsfield passengers. 
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Would the development and use of helicopters at such a station stop 
eliminate the necessity of flying over it under those conditions ? 

Mr. Preacu. Yes, it would. In the course of our training with this 
machine we took it to every city on our system and showed it there 
for a minimum of a day and actually sold sightseeing trips in the area 
around the airport to help pay for the cost of it. 

I was aboard the ship the day it went into Pittsfield. I had to leave 
our company Bonanza and come down on a scheduled flight. The 
scheduled flight overflew Pittsfield for a total of some 3 days’ running. 
We hopped passengers all day long over in Pittsfield and got between 
Pittsfield and Albany under weather that a fixed-wing transport could 
not operate under. A very poor weather day, and we operated with 
no difficulty whatsoever. The passenger appeal of this machine in bad 
weather is tremendous, too, because a he shicopter cuts out of flying a 
good deal of the turbulence you experience in poor weather condi- 
tions. It literally chops it up so that you do not feel turbulence and 
you have no sensation of rushing down a runway which to new flyers 
is sometimes disturbing. So the ap ypeal of this machine by our actual 
experience has been tremendous, particularly in the smaller communi- 
ties. 

Mr. Hesetron. I suppose, also, on the other end of the trip in land- 
ing the helicopter eliminates that difficulty ¢ 

Mr. Peacu. Yes, it does. The sensation of landing in a helicopter 
flown as a transport is a sensation of having the pilot put on his brakes 
as he approaches the ground, which is exactly the average passenger's 
reaction. 

Mr. Hesevron. I think I will defer further questions at this time. 

Mr. Hinsuaw. I think it might be pointed out that while the heli- 
copter has been an expensive thing to operate, its operation in com- 
merce over a period of many years accumulated the first time opera- 
tion experience on helicopters that was of any value and materially 
contributed to the success of the helicopter as a military vehicle; that 
military organizations had not been able to accumulate the flying time 
for a Vehicle that was accumulated in commerce. ‘onsequently, in 
Korea the helicopter has been the vehicle that saved certainly many 
hundreds if not thousands of lives as rescue vehicles and as ambulance 
vehicles. 

I might say, also, in the placing of troops in inaccessible positions 
that they otherwise would not be able to reach for a long period of 
time. Hence, it contributed very materially to any success it may have 
had in Korea. 

I think from my own experience with it in connection with the oper- 
ation of Los Angeles Airways in my own territory it has been most 
salutary and has contributed largely to the success of the helicopter 
asa vehicle. 

Clarence Berlin is still operating the first S-51’s he bought and has 
now purchased several S—55’s. I have also flown the helicopter of 
National Airlines, in Florida, and had a chance to experience this 
very wonderful characteristic there. I think that there is great possi- 
bility for the helicopter if they can operate it more che: aply per mile 
or else carry more passengers per mile, I do not know which. It may 
be that the ultimate vehicle will have wings sufficient to sustain the 
vehicle in forward flight but not large enough to sustain it on landing, 
of course. 
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Many years ago I was shown a picture which I still have of an air- 
plane with fixed wings and using rotors as propellers, which rotors 
were capable of being swiveled on | their pinion from vertical to a hori- 
zontal position to the vehicle and would supposedly take off as a heli- 
copter and travel forward as an airplane. 

[ understand the helicopter rotor has been a much more efficient 
propelling device than is the ordinary propeller, so there is much yet 
to be learned. The helicopter is still in its infancy and it has to be 
pioneered like everything else. If nobody is willing to pay for the 
pioneering, then no helicopte rs. That isall there is to it. 

Mr. Hesevron. Mr. Chairman, you brought up a point I would like 
tu ask a further question on. A lot of this technical material was over 
our heads. You mentioned the question of developing more capacity 
for passengers, which serves to reduce the operating costs. Is there 
anything on the design boards or anything that is being imnars of 
that would increase the capacity of the helicopter? If so, to what 
extent / 

Mr. Pracu. There are 2 airplanes, 2 helicopters which have flown 
that are twin-engine machines ¢ apable of carrying 26 and 42 or 43 
passengers. They are capable of hovering on a single engine. They 
have very, very comparable performance to a DC-3, or in terms of a 
point-to-point transportation compar: able to a Convair or Martin. 
Those machines are produced by Piasecki, and one produced by Sikor- 
sky. Bell has a machine that is not quite as far along. They most 
certainly are coming, and they most certainly will compete for short- 
haul transportation very effectively with the fixed-wing airplane 

Mr. Hesevron. Are they much more expensive than the helicopters 
you have now ? 

Mr. Peacn. They haven’t accumulated any flying experience yet 
to give you any criterion, but they certainly are still, even on paper, 
more expensive per mile than your DC-3 to operate. But they have 
the advantage of getting into more markets than the DC-3 can, be- 
cause if they are going from A to B there may be two perfectly rea 
sonable towns between A and B that a helicopter can land in. The 
time lost and the passenger discomfort through a helicopter landing 
is nowhere near as great as a fixed-wing landing with its circling and 
consequent taxi time, et cetera. 

So in effect if they do cost more, they will give us more markets 
to work from. So we are hopeful that the two will balance out and 
leave us with a favorable balance. 

Mr. Hinsuaw. I might add to that that IT have introduced for sev- 
eral Congresses a bill to provide for the construction of heliports on 
Federal buildings because presumably the top of a Federal building is 
just as good a place to land as anywhere else and is much more cen- 
trally located than any airport can possibly be, thus saving at least 
an hour’s terminal time at each end in getting to or from the airport. 

Thus far such a bill has not received favor. It might be in the 
future the local-service carriers would find that a grass plot in a pub- 
lic park or the top of a Federal building or the top of a hotel would 
be just as good a Shaan’ to land, if not better, than anywhere else. <All 
of this has to be developed. Somebody has to pioneer it. Somebody 
has to pay for it. The net result of it in each case has been in the past 
that the national defense benefited to a tremendous extent, and the 
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public paid for the cost of the experiment in the form of transporta- 
tion charges. I believe that the experiments are well worth while. 

Mr. Doutiver. Just one point I would like to make clear. I take 
it from your testimony that the planes you are using are the same 
as the other local air planes; namely, the DC-3. 

Mr. Peacn. Yes; it is. 

Mr. Doxuiver. Is it your opinion that if this legislation is enacted 
it will enable the plane-manufacturing companies to develop a new 
type airplane for your sort of service ? 

Mr. Pracu. I think it would be the most helpful single thing this 
Congress could do to work toward the development of a new airplane 
and toward the encouragement of these helicopter manufacturers to 
make commercial helicopters rather than primarily military ones. 
Certainly it would give the stockholders of the local carriers an incen- 
tive to go ahead and invest money in the sort of pioneering we are 
doing with the he licopter and Southwest is doing with the Martin’s, 
and so on. 

Mr. Douitver. Has there been any fixed opinion arrived at by the 
industry as to the type of plane whic h should be deve loped ¢ 

Mr. Preacu. Yes, sir. About 214 years ago a committee composed 
of Mr. Connelly, of Southwest; Mr. Davis, of Piedmont; and myself 
spent a fair share of our time for at least a 6-month period visiting all 
the manufacturers in this country and several abroad with a firm set 
of specifications for such a plane and trying to interest them in the 
manufacture of the plane. We got so far as to interest Canadair in 
actually building a full-scale prototype mockup of the airplane. It 
died right there. That is as far as we had gotten. We were com 
pletely together on the specifications for the airplane. 

Mr. Dor Liver. Do you care to go into some of those quite generally / 

Mr. Peacu. As best I can recall them, it was to carry approximatel) 
30 passengers. It was to cruise at about 50 miles an hour faster than 
the DC-3, or approximately 200, It was to operate into airports that 
were approximately 3,300 feet long without load restriction. It was 
specifically designed to operate these average 70-mile hauls with 
enough fuel so that refueling could be accomplished every 4 or 5 stops. 
As I recall, it was to be pressurized, although again I think that may 
have been one of the optional features of it. 

Mr. Dotiiver. How many engines / 

Mr. Peacu. Two. 

Mr. Dotiiver. What power / 

Mr. Peacu. The engine that we were talking about then, and the 
engine largely determines the way you build an airplane around it 
the engine we were talking about then was the Wright, roughly a 
1,525 horsepower engine or possibly the Pratt & Whitney engine which 
developed a little more horsepower, both of them being production 
engines. I have forgotten the model numbers. 

Mr. Hinsuaw. This committee was holding hearings and ente) 
tained the committee of which you speak and received the full sup- 
port of the committee after its going from piace to place to find out 
who might or might not build it. 

Mr. Preacn. At that time we suggested we thought because of the 
Canadair interest we felt the plane could be developed by private 
funds, and we did not ask for Federal support. That did not turn out 

Mr. Hinsuaw. I remember the instance. 
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I take it that you believe that one should enter upon a type of 
transportation and improve its position to its utmost rather than to 
reach out and seek to obtain other routes and certificates even into the 
foreign field. I would hope that no local-service carriers would make 
an application for traffic into Panama or Venezuela, Guatemala, or 
any of those places, although other airlines seem to be prone to go into 
the foreign field. Do you have any ideas in that line‘ 

Mr. Pracu. I certainly think that is a fair statement, not only of 
Mohawk’s position but that of all the local carriers. You will note 
from one of these charts that our entire growth has been largely with- 
in the same service area. We have concentrated on more tlight fre- 
quency and better service to a rather limited area rather than spread- 
ing ourselves too thin. I think that has been generally true of all the 
local carriers. 

Mr. Hinsuaw. I would like to say that is one of the reasons why 
[ have great sympathy for the local-service operators; that they are 
perforce doing everything possible to develop the air transportation 
and passenger utilization of air transportation within the area which 
they serve rather than seeking to go out and gather in new routes and 
new territories and expand themselves while they have not yet 
developed the territory in which they are operating. 

I understand that the big trunk carriers have now obtained approx- 
imately 70 to 75 percent, at least that much, of all of the potential 
traffic that they can carry. They are very close to saturation. Any 
additional transportation that they are able to perform has to come 
from automobile transportation rather than rail and bus. I think that 
is a very important thing because your industry has not yet come 
close to saturating itself with business from the territory which you 
serve; is that correct ? 

Mr. Pracu. That is certainly correct. The trunk carrier penetra- 
tion has been very substantial into the overall long haul traffic market 
and we carry, as I recall, combined, less than one- half of 1 percent of 
the total people who travel by common carriers in distances of under 
150 or 200 miles. Our competition is not the railroads, it is not the 
trunk carriers. Ot least, it has not been so far. It is the telephone and 
the automobile and the fear of flying in new and small communities. 
Those are the things we have had to ¢ sombat. 

As I said before, I think we barely scratched the surface. We see no 
reason speaking for Mohawk, why Mohawk cannot be completely self- 
sufficient within a rel: itively few years if we are given an opportunity 
to develop this market that we have created. This market was not 
there in 1945. 

Mr. Hinsuaw. Are there any other questions? 

Mr. Hesevron. On your general statement, while it might aot be 
accurate to say that Mohawk actually has its foot on the threshold of 
a permanent certificate, I would gather from the progress that you 
have been able to make, and particularly from the indications you have 
given of confidence as to future progress, that you are within shouting 
distance of that tim »anyway. Am I correct in my impression of that, 
in your opinion ? 

Mr. Peacu. That isa difficult question. I certainly feel that because 
of the amount of service that Mohawk has rendered in New York and 
is now performing and, I hope, increasingly in New England would 
be very difficult for the Civil Aeronautics Board to chop us off. On 
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the other hand, we have been on the block twice. We have never 
moved backward in our subsidy requirements. We have constantly 
moved toward lower and lower subsidy. Our employees today are 
not being paid as much as comparable employees of trunk carriers, 
and our stockholders have never had a dividend. They are getting a 
bit tired. They would like to see some concrete assurance when we 
go out and build, as we did 2 years ago, a $150,000 addition to our 
operating plant that they are not going to have to sell that plant for a 
warehouse in 1958. 

I hate to put our entire corporate existence on the block in 1958 
trying to guess what the then five members of the then Civil Aero 
nautics Board might do about it. That is the only qualm I have. 1 
do not think it is fair. I don’t think other industry, including the air 
manufacturing industry who are far more heavily subsidized than 
the local carriers—they do not have any problem with their corporate 
existence. They have a problem with renewing orders. But we are 
asked to put our entire corporate existence on the block once every 2, 
3, 4, 7 years. 

Mr. Heseron. I did not ask the question in a critical sense at all 
but rather I was interested in the comparative position you seem to 
be in in contrast to your associates who have testified. I really in- 
tended to compliment you on being willing, even though that was the 
possibility of a permanent certificate, of taking a common stand with 
those who are associated with you in service to the public. 

I was interested in your reference to Mr. Murray’s report and your 
statement concerning the action of inviting the trunk carriers to apply 
for the routes. I take it there were dissenting members of the CAB 
on that move. 

Mr. Pracu. I understand there were. 

Mr. Hesetron. Do you know how many? It is a five-man Board? 

Mr. Peacu. Yes. 

Mr. Heserton. So there was a 3 to 2 action? 

Mr. Peacu. That is right. 

Mr. Heserron. Is that a precedent, or has there been similar action 
to that in the past? 

Mr. Peacu. You mean the dissent or the action in permitting 
United ? 

Mr. Hesetron. No, the action of inviting the trunk carriers to apply 
for the routes. 

Mr. Peacu. There has been a precedent in the sense the Board has 
awarded a local route to a trunk carrier, as Mr. Nyrop testified in the 

case of Braniff Airways. To my knowledge there has never been a 
case before where the Board has openly invited any and all trunk ecar- 
riers who have an interest in picking off a part of Southwest or any 
other local carriers’ routes to Just come in and do so without any com- 
pensation either for the development of the markets or for his cor- 
porate assets, as Mr. Connelly said this morning. 

Mr. Hesetron. That seems to me, Mr. Chairman, to be a situation 
that could stand a little light of day in explanation. I wonder if the 
chairman would consider asking the CAB to make a report to this 
committee on any formal statements issued or minutes of actions so 
we can have it in the record of the committee. 
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Mr. Hinsuaw. I think that is a very fair thing to do, and I guess 
the staff will see to it that the Board does make a report like that to 
the committee, not necessarily as a part of this hearing but it must be 
recalled that the air coordinating civil air policy definitely states: 

To the extent that the services formerly provided by it 
meaning this local service carrier 
are clearly required to meet a public need, such service should be furnished by 
another carrier capable of providing service without cost or at substantially 
reduced cost to the Government. 

I think in all probability that is as harmful a statement that could 
possibly be carried in a statement of public policy. I criticized the 
CAB for having assented to it and taking part in it because it is a 
policy statement of high order upon which they will have to be making 
decisions. 

Mr. Younger. 

Mr. Youncer. Can you see any reason why the CAB would forfeit 
any of its rights to supervise the carrier by virtue of granting a perma- 
nent certificate as against a 7-year certificate or a 5-year certificate ? 

Mr. Peacu. No, sir. I can see absolutely ho right or privilege that 
the Board would be giving up. I think they have ample powers under 
the Civil Aeronautics Act to regulate all the scheduled carriers. For 
the life of me I cannot see any distinction in the way the regulatory 
powers are used or can be used between the permanent carriers and 
the temporary carriers. 

Mr. Youncer. That is all. 

Mr. THornperry. I was a little late, and perhaps something occurred 
that I didn’t hear. But I will ask you about how close you were te 
obtaining a permanent certificate. Has there been some indication 
somewhere that you are on the threshold of obtaining a permanent 
certificate ? 

Mr. Pracn. As I understood Mr. Gurney’s testimony yesterday, 
he said those carriers who had received 7-year certificates, and Mo- 
hawk is 1 of the 2, are on the threshold of permanent certification. 
We would like to step over it. That is the only indication I have ever 
heard we were close to permanent certification until these hearings. 

Mr. Tuornperry. I was here when Mr. Gurney testified, and while 
he made that statement, I thought overall he did not give much en- 
couragement when he said “threshold.” My impression was that per- 
haps sometime in the future at the end of some local service airlines 
7-vear certificate they were going to get a permanent certificate. 

Mr. Peacu. That is my understanding. 

Mr. Hrxsuaw. I think in conclusion I m: Ly say that the local service 
carriers in getting into the smaller towns and communities of the 
United States have done a real service to the air arms of both the Air 
Force and the Navy by instilling into youngsters a desire to partici- 
pate in flight. That in itself, if nothing else, is well worth the time 
and effort that has been expended upon the service. It costs a hun 
dred thousand dollars to make a military pilot; and the more mili 
tary pilots you can get that are good, the more success you have in the 
Air Force or the Navy air arm and the more success nationally. 

The more pilots that can be trained, the more mechanies that will 
receive training, the better the defensive position of the country. I 
for one would like to compliment the local service airlines for intesti 
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nal fortitude in sticking it out thus far, and I hope the Congress will 
accede to their prayers at this point and they will be in order for a 
permanent certificate. 

Mr. Hesevron. Before you close the hearings, I intended to ask 
these questions. You recall that Senator Gurney indicated that the 
enactment of this bill would result in limiting the power of the Board 
to take corrective action only in the case of intentional and willful 
violation of some orders or regulations. Are there remedies open to 
the Board that would be adequate to take care of any situations that 
should be corrected ? 

Mr. Preacu. Yes, sir, there certainly are. Let me give you one ex 
ample. The Board has the power in setting mail rates and uses it to 
examine the amount of service that is required in the public interest 
over a given route. Well, if the subsidy needs of a given carrier be- 
come excessive, it is pretty obvious that the traffic over those routes 
will be light. So the Board, through its staff, can and does then limit 
the amount of mileage that that carrier can fly over those routes so 
that ultimately perhaps it gets down to one trip a day. At one trip 
a day the carrier cannot bear its overhead costs or its maintenance 
costs. It has no choice but to go out of business, in effect. That is a 
very real power of the CAB that is used every day in varying degrees. 

There are many, many similar powers suc +h as the power to investi 
gate whether the public interest requires a merger between two car- 
riers. It is true that the Board cannot compel a merger, but the man- 
agement and stockholders of a carrier, particularly a small one, would 
he very ill-advised to sit tight in the face of a finding that the public 
interest required them to merge with some other carrier if the Board 
so found because that carrier would soon find itself in a very difficult 
position before the regulatory agency, this is a second power that can 
be and is used. 

Mr. Heserron. I would not want to leave an unfair impression. 

I do not want to reexamine the positions that have been expressed by 
the CAB and by the Secretary of Commerce which I assume are the 
considered positions taken by the Administration. On the other hand, 
and I certainly do not want this to be interpreted as any criticism of 
the purposes of the motives of my colleagues for introducing this 
legislation which is perfectly proper—on the other hand, I certainly 
do recognize and T rather suspect that anyone in opposition to this 
particular bill would recognize there is a burden on you people that 
does not seem to be right or fair. I am not clear in my own mind 
just what the magic has been of the 3-year period or the 4 year or the 
5, and I understand 7 isthe top limit now. 

If there is an irreconcilable difference of opinion within the com- 
mittee, and I do not have the slightest idea what the general committee 
opinion is on that; but it would seem to me to be a reasonable c ompro- 
mise effort to try to work out a longer period, quite a longer period, 
until most of you were able to place yourselves on a self-sustaining 
basis. 

What I have in mind is this: It seems to me most of these com- 
panies have reason to be quite optimistic about the future, say 5 years 
or 10 years. Do you think that there might be good reason to—I 
don’t know whether you can do it by legislation or do it by negoti- 
ation—for finding a midground for a period of, say 10 years so at 
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least during that period the carriers could concentrate on becoming 
self-sufficient. Then possibly there would be some reason for respect- 
ing the point of view of the Administration. 

Mr. Pracu. Anything that could be done to lengthen the term 
would certainly be a step in the right direction, but the matter of just 
how much time that is would be a very difficult thing to determine. 
Mohawk in several cases has induced communities to build hangar 
facilities or administration buildings. We have had to make those 
self-amortizing for those communities if we are using most of the 
space involved. That involves 20- and in some cases 30-year commit- 
ments to those communities and on behalf of our stockholders. So 
anything short of that period in the case of Mohawk, I think, places 
us at an unfair competitive advantage to the advantages the trunk 
carriers had in 1938. I feel that these local carriers as a group, the 
weakest and the strongest all averaged out, are in at least a comparable 
stage of development to that of the trunk carriers in 1938. 

There are always going to be tailend Charlies and there are always 
woing to be leaders in that group, but 1 do not think today you would 
have nonstop service coast to coast, or you would have 94 flights daily 
between New York and Chicago if American Airlines or Eastern Air 
Lines had a 15-year certificate or a 20-year certificate. I think those 
carriers have had to have the assurance of permanency to reach their 
present stage of development. I think by their own testimony the 
lace where air transportation is going to grow fastest is our short- 
haul field. If you give us a comparable opportunity, we won't be in 
here talking about subsidy many years hence, certainly not as a group. 

Mr. Hesetron. I want to join the chairman in complimenting you 
and your associates who are engaged in a very vital and important 
activity, not only to the communities you serve but to the entire 
country, as the chairman has indicated, in many, many ways, includ- 
ing a direct service to our military requirements. I want to add my 
limited experience to the chairman’s for the sake of pointing out that 
the helicopter has served very useful purposes in connection with the 
operation of air carriers in the rescue operations. It undoubtedly 
has been a great contribution. 

Mr. Pracn. I would like to express my appreciation and that of 
the other carriers for the considerable interest this committee has 
always shown and has again demonstrated to the local carriers. 

Wethank you for your consideration. 

Mr. Hrnsuaw. In conclusion, I am sure my colleagues would agree 
that the Congress is a policymaking body just the same as the Admin- 
istration. Wecan make policy, too. 

Mr. Hesetron. We can. 

Mr. Hinsuaw. That will conclude the hearings on H. R. 8898. 

(Whereupon, at 3:30 p. m., the committee proceeded to other 
business. ) 
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